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YOUR COMPANY’S MOST VALUABLE ASSET 
NEVER APPEARS ON YOUR BALANCE SHEET 


PEOPLE ... 
asset . 


In the development of management ‘know-how’ 
today, the problem of executive recruitment 
is high on the agendas of most progressive 
companies. 

Top management is ever seeking to maintain 
and increase its establishment of efficient 
executives. There is a continual searching 
within the ranks of every organization for 
promising employees. 


Proved Plan Offers Solution 
Farsighted companies now find a new approach 
to this problem by ‘growing their own’ 


are a company’s most valuable 


. particularly managerial people. 


executives through a successful, proved plan 
which supplements their internal training pro- 
grammes for promising employees. 


This plan of training—the Business Administra- 
tion Course and Service of the Alexander 
Hamilton and Hemingway Robertson Institutes 
has over 50 years of world-wide acceptance by 
some 460,000 executives. The training covers 
the whole structure of business . . . Production, 
Distribution, Finance and Administration. It is 
a planned programme designed for the busy 
executive — and all at supervisory levels. 


We extend a cordial invitation to executives—and those of executive potential—to write for our 
informative brochure “Business Administration” or call at our nearest office in any capital city. 


Hemingway Robertson Institute 


. Professional Tutors 


Consulting Accountants . . 


Since 1897, an institution to promote personal advancement in business through education, 


122 BANK HOUSE - - BANK PLACE - - MELBOURNE 
122 BARRACK HOUSE - 16 BARRACK STREET - SYDNEY 


Offices all Capital Cities, Geelong, Newcastle and Launceston. 
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On Writing Cheques 


T the present time the cheque is one 

of the most important commercial 

instruments and is universally accepted 

and acknowledged as an easy, flexible, 

convenient and safe means of transfer- 
ring money. 


The cheque system had its origin in 
the 17th century when reputable London 
goldsmiths instituted the acceptance of 
“cash notes” in lieu of the actual gold 
required for the meeting of their clients’ 
bills. The client signed a note indicating 
the amount to be paid to the creditor 
who presented this to the client’s gold- 
smith who honoured it in gold for satis- 
faction of the debt. 


The importance of the cheque as a 
means of payment can be appreciated by 
the following figures. The total volume 
of money in the hands of the public as 
at June 1960 was £3,611 million of 
which an amount of £399 million was in 
notes and currency, In other words, 
£3,212 million represented bank deposits 
of which £1,529 million comprised de- 
posits in savings banks and £1,683 mil- 
lion deposits in trading banks. The rated 
turnover at the same time (excluding 
Government activities) reached the amaz- 
ing total of £821 million per week,* 
equal to almost half these deposits. The 
greater portion of this financial exchange 
would be in the form of cheques. It is 
estimated that more than 120 million 
cheques were used in Victoria alone dur- 
ing the last financial year. 


The astronomical sums involved in the 
transfers facilitated by the widespread 
use of cheques and the responsibility of 
banks and others involved in the trans- 
fers has made necessary the establish- 
ment of certain legal provisions which, 





* Comparative figures for June 1959 were 
trading bank deposits, £1,581 million, turn- 
Over per week, £678 million. 
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EDITORIAL 





in Australia, are embodied in the Com- 
monwealth Bills of Exchange Act. The 
law which affects cheques and those who 
issue, collect and pay them rests on 
general legal principles to which are 
added specific and complex qualifica- 
tions dealing with this particular matter. 
It is only when some question is raised 
as to the law on cheques and the posi- 
tion of the banks which handle them 
that the intricate legal complexities in- 
volved in the cheque system become 
evident. 


By the nature of their functions and 
responsibilities members of the account- 
ing profession have a special interest in 
this topic and, because of this, the article 
entitled “The Law of Cheques and Banks 
— Some Practical Points,” appearing at 
page 579 of this issue, will be found both 
enlightening and valuable. The article 
was specially written for The Australian 
Accountant by P. D. Phillips, Q.C., 
M.A., LL.B., of the Victorian Bar and 
Stanley Korman Special Lecturer in Law, 
University of Melbourne. 


Mr. Phillips’ remarks are of particular 
interest in view of the amendment made 
to the Bills of Exchange Act (Eng.) 
under the terms of the Cheques Act 
1957. Section 3 of that Act has the 
effect of exempting from endorsement 
cheques paid into the bank account of 
the payee, the banker in such circum- 
stances being absolved from liability. The 
effects of the Act have been to save 
thousands of man-hours in the checking 
of endorsements by the banks. Incident- 
ally it caused many firms to discontinue 
issuing receipts for payments made by 
cheque and has enabled savings to be 
made in several other directions also. It 
would seem that the time is opportune 
for the Australian laws in regard to 
cheques to be examined with a view to 
their simplification. 
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A Stage-by-Stage Costing System 


HIS article sets out a costing system 
based on a stage-by-stage method 
created by the author to serve paving 
and earth-moving contractors. It has 
been found a most efficient and practical 
method of recording costs. The method 
outlined here can be adapted to serve 
those engaged in the building industry, by 
altering the detailed stages as necessary. 
The system incorporates a tender and 
job record. 


In this paper the tender and job record 
is shown filled in as it would be were the 
example cited an actually accepted tender 
and the contractor knew the names of 
the tenderers and their prices. These are 
recorded to give indication of the trend 
in pricing. Had a lower price been ac- 
cepted, the record would be completed as 
under 


£1,500 
1,450 


Difference £50 


Price tendered 
Successful tenderer: Jones price 


Other tenderers: £1,525; Brown, 


£2,000. 


Ajax, 


If the tender is not accepted the record 
remains in the tender file as indexed 
(19). As this tender was accepted it 
was given a job number (16). It is 
placed in the job file and indexed accor- 
dingly. 


Examples are given of what might be 
recorded in the history notes section. 
Points 1 to 5 were noted while the job 
was being priced. As memory is never 
as permanent as the written word, full 
advantage should be taken of this section. 


In the stage by stage example given 
later in this article details of costs (esti- 
mated and actual) are filled in on the 
prepared sheet, sub-totalled, and trans- 
ferred to the same reference number on 
the summary sheet. By deducting the 
total of the actual costs from the esti- 


562 


By B. S. BLACKMAN 


mate (the price tendered) the actual net 
profit is revealed. The summary sheet 
gives a complete picture of costs. It 
shows where the money is being spent 
and where economies might be made. It 
sets a standard for future jobs. 


Some advantages of the stage-by-stage 
method of costing are enumerated below. 


1. Each stage follows the pattern of the 
job, yet is separate and therefore 
emphasised. This simplifies costing 
and lessens the chances of a charge 
being omitted. 


The actual record of costs to be filled 
in as the job progresses which gives 
an immediate comparison against 
estimate and a definite control over 
the job and the opportunity to rectify 
a loss. 


A guide to show 


(a) Correct quantities of materials 
being received. 


(b) Plant being used correctly or as 
estimated. 


(c) If getting a fair return of work 
for wages paid. 


COSTS are subdivided into categories: 


WAGES. Money paid to any em- 
ployee on constructional work such 
as labourers, tradesmen, plant opera- 
tion, working foremen, etc. Hourly, 
daily, or weekly rates may be 
charged but they must be gross earn- 
ings including holiday, sick and 
superannuation pay, board, etc. 
MATERIALS. The money value of 
all materials used on the job such 
as sand, gravel, metal, emulsion, 
kerbing, cement, bolts, water, etc. 
PLANT. The actual cost to own and 
operate plant such as_ bulldozers, 
graders (with any attachments), 
rollers, trucks, compressors, spray 
units, loaders, etc. 
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4. ADMINISTRATION. Comprising 
all costs not in categories as listed 
such as rent of office buildings or 
interest on freehold, telephone, 
stationery and all office expenses, ad- 
vertising, supervisor and _ clerical 
salaries, interest on overdraft, cost 
of vehicles used in administration, 
etc. 


If a cost were wrongly allocated, it 
would not mean the defeat of this sys- 
tem; however, as the correct procedure 
becomes known to the contractor it 
should be followed and repeated on all 
future jobs. 

Instances of allocations are given: 


(a) Where a supplier uses his own 
men and plant to spray emulsion, 
the total cost would be against 
“Materials”. 

Where a sub-contractor supplies 


and delivers gravel, the charge 
would be against “Materials”. 


When the contractor uses his 
own vehicle to pick up the gravel, 
the charge would be against 
“Plant”, “Wages” and “Mater- 
ials”. 


A calculation is given hereunder to 
arrive at a cost to own and operate an 
item of plant, say a truck. 


Value of truck at beginning of year is 
£1,000 — invested at 5% etl) £50 


Value of truck at end of year is £800 
— loss by depreciation . 


Actual (or estimated) cost over 12 
months of repairs, replacements, 
maintenance, mechanic’s wage, pet- 
rol, lubricants, licence, insurance, 
tyres, etc. Share of garage expenses 
and overheads, i.e., rent, light, use of 
equipment, foreman’s wages, etc. 350 


£600 


200 


Costs to own and operate the truck 
(excluding driver’s wages) are now cal- 
culated per week, hour or day by simple 





TENDER AND JOB RECORD 


Job No. 16 
Tender No. 19 
Date Sent: 5 Nov., 1959 


JOB: High School — Roseville. 


CONTRACT: 


Clear and level site 2,000 sq. yds., lay 3” consolidated gravel 


and finish with three coats 4”, 4%”, 1/16” metal. 


PRICE TO: 
REFERENCES: 
TENDERS CLOSE: 
PRICE DETAILED: Earth work 


Paving 


Price tendered 


SUCCESSFUL TENDERER: Price 
Difference 


OTHER TENDERS: 


Municipal Board, Construction Section, Perth. 
Government tender, G/85 (Mr. Smith 21-5074). 
25 December, 1959. 


£243 0 0 
1157 0 0 
1400 0 0 


£ 


Bill Jones £1,550; Ajax Paving Co. £1,680; Brown & Son 
£1,900. 





History, Notes, etc., Accounting/ Reference 


. Job must be commenced on or before 20 January, 1960. 
P.W.D. to hold back £300, payable six months after completion of job. 
3. Must use diorite and not use gravel from Arthur’s Pit. 
. Filling sand available from Council excavation job Main Road at 1/6 yd. 
. See Johnson re vibrator roller — lives opposite school. 
1. Next job, make sure no outcrops of rock —if rocks, allow in price for blasting. 
2. Next job, check where water available for binding. 
3. Poor co-operation with emulsion contractor — demand better liaison next job. 
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division, or, cost per mile if the 12- 
monthly truck mileage is known. 


Some contractors calculate the cost to 
own and operate plus a margin of profit. 
In support of this system it is said that the 
plant is being hired to the job and has 
a right to earn a profit. Such would be 
the case if the garage or workshop was 
being administered as a separate profit- 
earning business. Also, a plus margin is 
effected when the plant is being hired to 
an outside contractor. The cost plus mar- 
gin does not make for good accounting in 
this system, mainly because it would not 
disclose the true net profit, as another 
profit would be hidden in the usage of 
the plant. It would prevent exact ten- 


dering. Because interest, depreciation, 


overhead expenses, etc., are accounted 
for, the true net profit is known on each 
job and it therefore gives the contractor 
a day-by-day reckoning of his state of 
affairs — that is a recommendation for 
this system. 

A calculation is now given to arrive at 
administration cost. It is assumed that 
the total of all charges is £8,000 — for 
the charges (see 4, “Administration”), 
Now if, in the preceding twelve months 

5 jobs took 16 days = 80 

7 jobs took 20 days = 140 

7 jobs took 40 days — 280 
then £8,000 divided by 500 (total work- 
ing days), gives administration charges 
as £16 daily or £2 an hour. 








COSTS SUMMARY 


SUB. TOTALS 
Estimate Actual 


TOTALS 


Estimate Actual 





£ 
0 


£ £ 





ooococo 
ooococo 
coococo 





oooooceo 
oooococo 
ooocococo 





Materials 


ooooo 
oocoo 


Materials 421 0 0 509 0 0 





Totals 1,192 0 0 1,287 0 0 








Required profit, £208. Price tendered, £1,400. With the actual cost being £1,287, the 


actual net profit totals £113. 
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obs mass OC. 


Care must be exercised to prevent a _‘ time was also charged against wages on 
cost being included twice. As an ex- any of the contracts. 
ample, where a wage is paid to an em- The tender and job record and the 
ployee, who acts as a supervisor and = stage-by-stage calculating is recom- 
spends limited time on each job, his mended as a method of costing because 
wage (or salary) is included in the ad- _ of its detailed completeness. Further it 
ministration charges. It would be a _ supplies information that gives control 
duplication of costs if the employee’s over the business at all times. 





COSTS IN DETAIL — STAGE-BY-STAGE 


Estimate 
£ 





PROPORTION OF OVERHEAD 


Time taken at office and site pre- 
paring quote—7 hrs. @ 20/- 7 0 0 


1. Administration 











TRANSPORT — TAKING PLANT TO SITE 


Low loader 1 Trip ex Midville 25 0 0 
Truck 13 hrs. @ 20/- 13 0 O 
Trailer 1 trip ex depot 200 

00 


10 hrs. @ 20/- 








ae ae 








WAGES TO ABOVE 


Jack 1 day @ 3 10 O 2 days @ £3/10/- 
John 3 hrs. @ 8/- 1 4 0 5 hrs. @ 8/- 
Jensen 2 days @ £2/13/- 5 6 0 

Jobson 2 days @ £3/10/- 





3. Wages ... ee * Ye 








MACHINES — PREPARING SITE 


Dozer 2 days @ £40 80 0 0 
Grader 4 hrs. @ £2/10/- 10 0 O 
Shovel 2 days @ £30 60 0 0O 

0 0 


4. Plant aes 150 





WAGES TO ABOVE 
3 days @ £4 12 4 days @ £4 
Y% day @ £4 2 1 day @ £4 
5 days @ £3 15 


22 hrs. @ 10/- 11 24 hrs. @ 10/- 
32% hrs. @ 8/- 











40 0 0 | 











GRAVEL 
280 yds. @ 12/10 180 0 O | 
6. Material ... . = “Ue 180 


— 











[Continued next page 
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MACHINES — SPREADING, WATER BINDING 


Trucks 24 hrs. @ 20/- 
Grader 20 hrs. @ £3 


Roller Hire 
2.) wee 











9 days @ £4 
8 days @ £4 
8 days @ £4 


Estimate Actual 
£ 


20 hrs. @ 20/- 
17 hrs. @ £3 


20 
51 


24 
60 
16 


100 








WAGES TO ABOVE 
36 0 0 


32 0 0 
32 0 O 


10 days @ £4 
7 days @ £4 
7 days @ £4 








100 0 0 








1,000’ of 4” 
@ 6d. 


Kerbing 


Bolts 
Piping 100” @ 2/- 


9. Materials 


4% days @ £4 
3 days @ £4 


% 17, % 15, 
1/16 13 


11. 


45 tons @ £2 


Materials 





1,080 galls. 
12. Materials 


MACHINES 


Truck 
Sprayer 


20/- 
10/- 


10/- 





KERBING, SUMPS, PIPES 


WAGES TO ABOVE 


18 0 0 
12 0 0 


— : i 
METAL 


Y% 


ff, 7 5h 
1/1610 40 tons @ £2 


0 0 
00 | 





EMULSION 
110 0 0 | 


110 0 o | 


1,180 galls. 


SPREAD, SPRAY, ROLL 
9 hrs. @ 20/- 
10 hrs. @ 10/- 
46 hrs. @ 10/- 


10 

5 
15 
30 


WAGES TO ABOVE 


15 0 
15 3 days 
5 days @ £4 


7% hrs. @ 8/- 





[Continued next page 
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MACHINES — CLEAN-UP SITE 
Estimate 
£ 


F.E. Loader 10 hrs. @ 20/- 10 0 O 
Truck 10 hrs. @ 20/- 10 0 0 





5 15. Plant 


20 0 0 | 








WAGES TO ABOVE 


Joe 12 hrs. @ 10/- 6 0 0 14 hrs. @ 10/- 
Jerry 8 hrs. @ 1C/- 40 0 8 hrs. @ 10/- 











TRANSPORT PLANT TO DEPOT 


Truck 5 hrs. @ 20/- 5 00 
Low Loader 15 0 0 


eo Seer ere 











WAGES TO ABOVE 
6 hrs. @ 10/- 4 hrs. @ 10/- 


. Wages 


PROPORTION OF OVERHEAD 


Anticipate 20 days to complete Commenced 20 Jan., completed 
job @ £8 160 0 0 7 Feb. 18 days @ £8 144 


19. Administration 160 0 O | 144 


OTHER CHARGES NOT INCLUDED 


Truck for transport of men — 
20 trips @ 20/- (Plant) 20 0 18 trips @ 20/- (Plant) 
Payment to Johnson for use of 
his utility, transporting tools 
(Plant) (Plant) 
Use of hydrant and cost of water 
(Materials) (Materials) 


= 20 Plant 
Materials 
Gelignite and fuses (Materials) 
Powder monkey, 4 hrs. @ 20/ 
(Wage) 


= 20 Plant 
Materials 
Wages 








TOTALS £1,192 0 0 
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Tax Credits for 
New Guinea Income Tax 





TAXATION 











Amendments have been made to the Australian Income Tax Assess- 

ment Act for the purpose of co-ordinating the Australian income tax 

system with the recently introduced tax legislation of the Territory of 
Papua and New Guinea. 


NCOME TAX in Papua and New 

Guinea came into operation from 
1 July, 1959. The alterations made to 
the Australian tax legislation explained 
below will apply to assessments for the 
income year ended 30 June, 1960, and 
subsequent years; the introduction of 
Territory tax will thus coincide with the 
commencement of the new provisions. 


The Explanatory Memorandum circu- 
lated by the Commonwealth Treasurer 
when the amending Bill was introduced 
stated that the legislation was designed 
to give effect to three broad principles: 


(i) Residents of mainland Australia 
should not be called upon to pay 
a combined Australian tax and 
Territory tax greater than the Aus- 
tralian tax that would be payable 
if there were no _ liability for 
Territory tax. 


(ii) Territory residents should not be 
required to pay a greater measure 
of Australian tax than before the 
introduction of the Territory tax. 


(iii) Discriminations in the Australian 
income tax law between the Terri- 
tory of Papua and the Territory of 
New Guinea should be removed. 


Section 23(q) of the Income Tax 
Assessment Act provides for the exemp- 
tion from Australian tax of income 
derived by a resident of Australia from 
sources outside Australia, where that 
income is subject to tax in the country 
from which it is derived. This exemp- 
tion, however, is not to apply in relation 
to income derived from sources in the 
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Territory of Papua and New Guinea. 
Therefore, Australian residents, who 
have previously been subject to Austra- 
lian tax on any income arising from 
Papua and New Guinea, will continue 
to be liable to Australian tax on such 
income, notwithstanding the fact that, 
with the introduction of income tax in 
the Territories, it would also be subject 
to Territory tax. 


The amendments made to the Austra- 
lian income tax laws are designed to 
relieve this double taxing of income by 
the allowance of a credit of the Territory 
tax against the Australian tax charged 
on the income concerned. In this way, 
the Australian resident should pay no 
more tax, in total, than he could have 
had to pay if income tax in the Territories 
of Papua and New Guinea had not 
commenced. 


Division 18 


The allowance of credits, in Aus- 
tralian tax assessments, for Territory 
income tax payable on income derived 
by a resident of Australia from sources 
in the Territory of Papua and New 
Guinea, is provided by the new Division 
18 of the Income Tax Assessment Act, 
which consists of Section 160 AE (defini- 
tions), Section 160 AF (allowance of 
credit) and Section 160 AG (limitation 
of amount of credit). The amount of 
the credit to be allowed is the Territory 
tax paid on the Territory income for 
which the taxpayer is personally liable, 
or the Australian tax payable on that 
income, whichever is less. 
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A calculation is necessary to determine 
what is the Australian tax payable on the 
Territory income, for the purpose of the 
allowance of this credit. The method 
provided by Section 160 AF is, briefly, 
as follows — 


(a) the average rate of Australian tax 
is determined by dividing the 
amount of Australian tax (before 
credits) by the taxable income. 


the net Territory income is deter- 
mined by deducting from the assess- 
able income derived from the 
Territories the deductions which 
directly relate to it, and so much 
of any other deductions which the 
Commissioner considers are appro- 
priate to it. 


this net Territory income is then 
reduced further by a proportionate 
part of the concessional deduc- 
tions, gifts, capital subscribed on 
oil shares, rates on non-income 
producing property, allowance for 
one-third of calls on mining com- 
pany shares, and zone allowance, 
which have been allowed in the 
assessment for Australian tax 
purposes. 


the average rate of Australian tax 
is then applied to the net Territory 
income as adjusted above. 


the amount of Australian tax pay- 
able on the Territory income, so 
calculated, is reduced by any 
rebate (not including the 5 per 
cent rebate of tax granted to indi- 
viduals for the 1959-60 year, nor 
the Section 46 rebate on dividends) 
which relates exclusively to the 
Territory income. 


Dividends received by a company 
which is a resident of Australia from 
sources in the Territories are not included 
in the “adjusted net Territory income” 
for purposes of the calculation of Aus- 
tralian tax payable on the Territory in- 
come, and any allowable deductions 
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specifically relating to those dividends 
are also excluded from the calculation. 
As dividends received by Australian 
resident companies are subject to the 
Section 46 rebate, the calculation of 
Australian tax payable on Territory 
income can be simplified by omitting 
both the dividends from sources in the 
Territories and also the Section 46 rebate 
appropriate to those dividends. 


If an Australian resident private com- 
pany is liable for undistributed profits 
tax on the undistributed income of a 
year in which income from sources in 
the Territories has been received, the 
Australian tax payable on that Territory 
income will also include a proportionate 
part of the undistributed profits tax 
charged. 


If a partnership is liable to pay tax 
under Section 94 of the Act (partner not 
having real and effective control of his 
share of partnership income) or a trust 
estate is liable to pay tax under Section 
102 (revocable trusts and trusts for un- 
married minors), and the income subject 
to assessment under those _ sections 
includes Territory income, the Commis- 
sioner will determine the amount of 
Australian tax which is “reasonably 
attributable” to the Territory income. 


The income tax legislation of the 
Territories provides that a resident of 


the Territories is subject to tax on 
dividends derived out of profits from all 
sources, whereas a non-resident of the 
Territories is taxed on dividends only to 
the extent that they are paid out of 
sources in the Territories. For the 
purposes of the allowance of tax credits 
for Territory tax, dividends are deemed 
to be derived from sources in the Terri- 
tories to the extent to which they are 
paid out of profits derived from sources 
in the Territories. Thus, a resident of 
Australia may be allowed a credit for 
Territory tax paid on dividends distri- 
buted out of profits in the Territory even 
though the paying company may be a 
resident of Australia and the shares are 
on an Australian share register. 
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Limitation of Credit 


The new Section 160 AG is concerned 
with the situation arising when a dividend 
which has been included in the taxable 
income of an Australian resident is 
subject to tax both in the Territories and 
in another overseas country. 


As indicated above, if a dividend is 
derived by a company from sources in 
the Territories, it is excluded from the 
calculation of the credit for Territory 
tax, and the Section 46 rebate is excluded 
also. Dividends received by Australian 
resident individuals are not affected by 
this exclusion; they are subject to tax 
in the Territories, and a credit is allowed 
of the lesser of the Territory tax or the 
Australian tax payable on the dividend. 


However, if a dividend received by an 
Australian resident from an overseas 
company is paid partly or wholly out of 
income derived from sources in Papua 
or New Guinea, a credit would be ailow- 
able in respect of the dividend under 


Section 45 or under the Income Tax 
(International Agreements) Act. In such 
a case, the amount of the tax credit 
allowable under Division 18 (for Terri- 
tory tax) is not to exceed the difference 
between the Australian tax on the 
dividend (calculated in accordance with 
the provisions of the Income Tax (Inter- 
national Agreements) Act) and the credit 
allowable under Section 45 or the Income 
Tax (International Agreements) Act. 


In effect, the aggregate of the credits 
allowable for overseas tax and for Terri- 
tory tax is not to exceed the amount of 
Australian tax charged on the dividend 
concerned. 


The amending legislation gives the 
Commissioner the right to determine the 
proportion of the Division 18 credit 
which relates to the dividend which is 
the subject of these limiting provisions. 


Division 19 
Machinery provisions of the Act 
relating to the allowance of tax credits 
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for overseas tax, for the purposes of the 
United Kingdom-Australia Double Tax 
Agreement, originally appeared as Part 
IIIB of the Income Tax Assessment Act. 
They were later removed from the 
principal act and included in substantially 
similar form in the Income Tax (Inter- 
national Agreements) Act, and governed 
the United States and Canadian Double 
Tax Agreements. 


Now that Division 18 has_ been 
included in the Income Tax Assessment 
Act to provide for credits for Territory 
income tax, machinery provisions govern- 
ing the allowance of double tax credits 
are again required in this Act, and to 
avoid duplication the provisions which 
were transferred to the Income Tax 
(International Agreements) Act have now 
been removed from that Act, and re- 
enacted in the Income Tax Assessment 
Act. New Division 19 will therefore 
provide for procedures necessary for the 
determination of tax credits for Territory 
tax and also tax credits appropriate in 
the operation of the Double Tax Agree- 
ments with the United Kingdom, the 
United States of America, Canada and 
New Zealand. 


Such matters as the rights of objection 
and appeal against the Commissioner's 
calculation of tax credits, the application 
of the credits against outstanding tax, 
the limitation of the credits to the total 
amount of Australian tax payable for the 
appropriate income year, the amendment 
of determinations of tax credits, and the 
disclosure of information to enable the 
credits to be determined, are covered by 
the machinery provisions of Division 19. 


Additional Amendments 


Amendments to the Income Tax 
Assessment Act, other than _ those 
mentioned above, designed to correlate 
the tax systems of Australia and the 
Territory of Papua and New Guinea, 
will be referred to in a later issue of 
The Australian Accountant. 
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Notes on Selected Tax Cases 


PAY-ROLL TAX 


Wages paid by an administrative 
company to employees of associated 
companies and charged specifically 
to those companies were subject to 
separate pay-roll tax assessments. 


Section 14 of the Pay-roll Tax Assess- 
ment Act provides that in the computa- 
tion of the salary or wages to be subject 
to tax, a general exemption (at present 
£866-13-4 per month) is allowed. Each 
employer is entitled to only one general 
exemption, even though, for example, 
his business activities may be conducted 
through various branches. 


Taxpayer company provided § an 
administrative staff for five proprietary 
companies engaged in road transport of 
passengers and goods. It attended to 
the payment and collection of accounts 
and paid the wages of the drivers of 
each of the companies. The admini- 
Strative company itself employed staff, 
using its own vehicles and drivers for 
picking up and delivering goods handled 
by the five companies. For these services, 
the administrative company was paid a 
fee calculated on the basis of the tonnage 
of goods handled. 


Three of the proprietary companies 
were intra-state hauliers, the other two 
operated inter-state only. Each company 
arranged for workers’ compensation 
insurance, but the administrative com- 
pany paid superannuation contributions 
to a fund created for all the employees. 


The total wages bill was dissected as 
follows: firstly, the wages of sundry 
service employees of the administrative 
company were charged to that company; 
secondly, the precise amount of the wages 
paid to employees of the three intra-state 
companies were debited to those com- 
panies; thirdly, three-fifths of the balance 
of the wages was debited to the taxpayer 
company to cover its administrative staff, 
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town drivers and depou staffs, and one- 
fifth of the balance was debited to each 
of the inter-state companies. 


The amounts debited to the two inter- 
state companies were not exact reflec- 
tions of the amount of wages paid to the 
drivers engaged in the business conducted 
by those companies; in fact, adjustments 
to the equal allocation of wages between 
the companies was made on the basis of 
the quantity of goods carried. 


The Board of Review, in 8 C.T.B.R. 
(N.S.) Case 125, decided that in the case 
of the three proprietary companies whose 
accounts were debited with the exast 
amounts of wages paid to drivers of their 
vehicles, the wages had been paid by 
the administrative company as agent for 
the proprietary company concerned, and 
thus separate calculations of payroll tax, 
involving separate general exemptions. 
were appropriate. 


In the case of the two inter-state com- 
panies, the Board took a different view. 
Having regard to the fact that the wages 
debited to each company bore no relation 
to the actual wages paid to the drivers 
of the vehicles carrying on the inter-state 
haulage, and also to the fact that depot 
managers who were employees of the 
taxpayer company had the right to give 
directions to drivers of these two com- 
panies and had the power to appoint or 
dismiss them, the Board considered that 
there was strong ground for the conclu- 
sion that the administrative company was 
the actual employer of the drivers engaged 
in the business conducted by those 
companies. The effect, it was suggested, 
was that the administrative company had 
supplied its own labour to operate the 
vehicles of the two inter-state haulage 
companies. 


The Board considered therefore that 
it had not been established that the 
drivers of the vehicles owned by the two 


571 





proprietary companies engaged on inter- 
state haulage were not employees of the 
administrative company. The wages 
concerned were therefore to be included 
in the pay-roll tax assessment of the 
administrative company. 


SALE OF LAND ON TERMS 


Interest received on amounts 
owing to a company engaged in 
subdividing and selling land was 
treated as income from property. 


The taxpayer company bought land, 
subdivided it into home building blocks, 
and sold the blocks on terms; the 
purchaser paid a deposit and the balance 
by instalments over a period of years 
with interest at a specified rate. The 
title to the land did not pass to the 
purchaser until the final instalment had 
been paid. 


The interest received had been treated 
by the Commissioner as income from 
property for the purposes of the com- 
pany’s undistributed profits tax calcula- 


tion. The retention allowance was there- 
fore less than would have been the case 
if the interest had been treated as income 
from personal exertion. 


The Board of Review, in 8 C.T.B.R. 
(N.S.), Case 122, had to decide whether 
interest charged to purchasers in such 
circumstances was income from personal 
exertion or income from property; the 
decision given was to apply to a number 
of associated companies engaged in 
similar business. 


Income from personal exertion is 
defined extensively in Section 6 of the 
Income Tax Assessment Act which inter 
alia says “. . . . [income from personal 
exertion] does not include interest, unless 
the taxpayer’s principal business consists 
of the lending of money, or unless the 
interest is received in respect of a debt 
due to the taxpayer for goods supplied 
or services rendered by him in the course 
of his business.” 


It was argued by the taxpayer com- 
pany that the interest received was in 
respect of a debt due for goods supplied 
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or services rendered, and that the com- 
pany’s principal business was the lending 
of money, so that the interest should be 
included in the classification of personal 
exertion income. 


The Board dealt with each phase of 
this contention in turn. Firstly, it was 
decided that the meaning of the words 
“goods supplied” cannot be extended to 
cover the interest in property which 
passed under a contract of sale of land 
on terms. 


Secondly, the Board was of the opinion 
that the taxpayer company, in conduct- 
ing this business, was not engaged in the 
rendering of services for the persons who 
entered into the agreements to buy land. 
The rendering of services, it was con- 
sidered, should involve the performance 
of work of some kind for the persons 
concerned; the agreement by the com- 
pany to sell land upon terms of extended 
time for payment was not regarded as 
the rendering of a service to the pur- 
chaser of the land. 


Thirdly, the Board considered that the 
principal business of the company was 
not the lending of money. There was 
no loan transaction, but simply the agree- 
ment to accept payment by instalments 
while ownership of the land remained 
with the company. The relationship 
between the company and its customers 
was that of vendor and purchaser, not 
lender and borrower. 


It was decided therefore that the 
interest received was income from pro- 
perty, and the rate of retention allow- 
ance appropriate to that class of income 
should be applied in the Division 7 
calculation. 


ASSIGNMENT OF LEASE 


The Commissioner's determina- 
tion of the value to be allocated to 
a lease, under Section 83 (2) (b) of 
the Income Tax Assessment Act, 
was examined by the Board of 
Review. 


Three concurrent agreements were 
involved in the acquisition of a service 
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station business by a motor vehicle 
distributor and dealer. Briefly, these 
agreements covered the following aspects 
of the transaction: 


(a) The goodwill of the business was 
purchased for £1,500, the fixed 
plant, machinery, furniture and 
fittings for £1,591, and the loose 
plant and stock at valuation. 
Possession was to be given on 
1 July, 1954. 


If the landlord of the premises 
should, within two years of the 
purchaser taking possession, sell 
the freehold of the garage to the 
purchaser, grant to him a lease, or 
extend the existing lease, a further 
amount of £500 goodwill had to 
be paid to the vendor of the 
business. 


The vendor agreed to assign to the 
purchaser the existing lease for the 
unexpired term of two years, in 
consideration of the purchaser 
observing the covenants in the 


lease. 


None of these agreements, therefore, 
actually mentioned an amount payable 
for the assignment of the lease. The 
taxpayer company (the purchaser of the 
service station business) in its income tax 
return for the year ended 30 June, 1955, 
had, however, submitted that the amount 
of £1,500 described as consideration for 
the goodwill of the business was a 
premium paid for the assignment of the 
lease, and a deduction was claimed of 
£750 under Section 88 (i) (the amount 
of £1,500 was spread over the two years’ 
unexpired period of the lease). 


Section 83 (2) (b) provides that where, 
in connection with the sale of goodwill, 
a licence or other assets of a business, 
a lease is granted assigned or surrendered, 
and no separate amount of the considera- 
tion is allocated to the lease, the Com- 
missioner may determine an amount 
which is fair and reasonable. Goodwill 
in connection with a lease transaction is 
not deemed to be a lease premium unless 
both parties agree in writing that it 
should be so treated. 
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No notice was supplied to the Com- 
missioner by the parties to the assign- 
ment of the lease of the service station 
indicating that the goodwill was to be 
treated as a lease premium. The Com- 
missioner therefore exercised the right 
of determination provided by Section 
83 (2) (b), and allocated £338 of the 
consideration paid as attributable to the 
assignment of the lease. This amount 
of £338 was arrived at by Departmental 
valuers, based on the difference between 
the rental value of the premises and the 
actual rental payable. 


The taxpayer company contended 
before the Board of Review, in 8 
C.T.B.R. (N.S.) Case 124, that the 
service station business had no goodwill, 
because the site was required as a used 
car lot. The amount of £1,500 was 
described in the agreement as goodwill, 
it was stated, so that the landlord should 
not be aware that a premium had been 
paid for the assignment of the lease. On 
the other hand, the agreement for sale 
indicated that the purchaser could hold 
himself out as carrying on the business 
in succession to the vendor, there was 
a restriction of the vendor’s right to 
compete, and letters were sent by the 
vendor to customers soliciting business 
for the purchaser. 


The Board pointed out that the tax- 
payer company had taken the view that 
“regard should be had to the substance 
of the transaction rather than to the true 
legal position created by the agreement 
as executed.” The purchaser contended 
that the amount of £1,500 was paid not 
for goodwill but for the lease; the vendor 
took the opposite view. 


It was decided that the legal position 
created by the agreement for the sale of 
the assets of the business, including the 
goodwill, should stand. There was no 
suggestion that the agreement was other 
than valid and legally binding, and, 
consequently, the taxpayer company 
could not contend that the payment 
made was for the lease rather than the 
goodwill. The Commissioner’s allocation 
of £338 to the lease was therefore con- 
firmed. 
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ALTERATION TO DIVISION 7 
CALCULATION 


In the following case undistributed 
profits tax was assessed, in place of 
the calculation of an excess distri- 
bution, as a result of the exclusion 
from the Division 7 computation of 
a “deemed” dividend. 


In March, 1954, the taxpayer, a 
private company for income tax purposes, 
acquired the assets and liabilities of a 
business previously carried on by a share- 
holder C. One of the liabilities taken 
over was an amount of £1,300, an 
estimate of income tax payable by C on 
profits previously earned by him in carry- 
ing on the business purchased. 


This amount of £1,300 was credited 
in the taxpayer company’s books to a 
provision for income tax account. The 
tax subsequently payable by C was £807; 
this amount was debited to the provision, 
and the balance, £493, was credited to 
C’s account in the company’s books. 


The Commissioner was informed by 
the company of the payment of the 
income tax owing by C and the transfer 
of the balance to C’s account, and treated 
the whole of the amount of £1,300 as a 
deemed dividend, presumably applying 
the provisions of Section 108 of the Act. 
As a result of this action, the Commis- 
sioner calculated that for the year ended 
30 June, 1955, there was an excess 
distribution of £1,284. 


In November, 1956, the Commissioner 
was advised that the amount of £1,300 
should not have been shown as a pro- 
vision for income tax, but was part of 
the liabilities taken over by the company 
when the business was purchased. 


On 11 September, 1957, a Division 7 
assessment was issued for the year ended 
30 June, 1955, the excess distribution 
previously calculated, £1,284, being 
altered to an undistributed amount of 
£16 by the exclusion of the deemed 
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dividend of £1,300. Later, the wm- 
distributed amount of £16 was adjusted 
to an excess distribution of £42. 


The Division 7 assessment for the 
year ended 30 June, 1956, allowed for 
the 1955 excess distribution of £42 and 
produced an undistributed amount of 
£595. 


The taxpayer company claimed that 
this assessment should be amended by 
the deduction of a further excess distri- 
bution for 1955 of £1,300. It was con- 
tended that as the prescribed period in 
relation to the 1956 year had expired 
(on 30 April, 1957) before the Com- 
missioner had indicated, in the 1955 
Division 7 assessment, that he had altered 
his decision relating to the treatment of 
the amount of £1,300, no opportunity 
was available to the company to make 
a “sufficient distribution” for the 1956 
year, and the Commissioner was there- 
fore not justified in altering the Division 
7 calculation for 1955. 


The Board of Review, in 8 C.T.BR. 
(N.S.) Case 121 decided that there was 
no substance in the claim made by the 
taxpayer company. No provision of the 
Income Tax Assessment Act had been 
contravened by the adjustment made by 
the Commissioner to correct a mistake 
of fact in the Division 7 calculation for 
1955. Although the correction had not 
been made before April, 1957, the tax- 
payer company was aware that it was 
needed, as evidenced by the information 
provided to the Commissioner in Nov- 
ember, 1956. “In not giving notice of 
an assessment to the company in accord- 
ance with the facts until 11 September, 
1957 the Commissioner perhaps acted 
rather belatedly but he did not infringe 
any provision in the Act by so doing.” 


It is worth noting that the form pre- 
pared by the Commissioner and sent to 
a private company showing the calcula- 
tion for the purposes of Division 7 tax 
is not an assessment, and there is no 
provision in the Act which permits the 
extension of the “prescribed period”. 
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Of Particular Interest to Students 





Preferential Creditors in Liquidation 


and Receivership 


By G. N. BOWLES, B.Ec., A.A.S.A., F.C.A.A. 


E purpose of this paper is to set 

out the rules which currently apply 
to preferential claims, where a company 
is in liquidation or where a receiver has 
been appointed. This information will 
be of particular assistance to students 
undertaking the Australian Society of 
Accountants’ Company Accounts exami- 
nation. 


Recent amendments to company and 
income tax legislation have altered the 
rules which apply in determining pre- 
ferential creditors and the order in which 
such claims are paid. These changes are 
a result of the passing of the following 
legislation: New Companies Act, Vic- 
toria, 1958; new Companies Act, Tas- 
mania, 1959; amendment to N.S.W. 
Companies Act (Act No. 28, 1959) and 
the Commonwealth Income Tax and 
Social Services Contribution Assessment 
Act (Section 221 P, as amended by Act 
No. 85 of 1959). 


The following is a summary of the 
provisions relating to preferential pay- 
ments, which now apply in the various 
States—shown in order of priority. Note: 
Students need only be concerned with 
their particular State. 


COMPANY LIQUIDATION 
New South Wales (Section 297) 


(1) Costs, charges and expenses of wind- 
ing up. (e.g., liquidation costs) 

(2) Tax instalment deductions (Section 
221 P (3) Income Tax Assessment 
Act 1936, as amended). 
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(3) (a) Wages and salaries including 
sick pay up to £300 per person 
within 4 months preceding “rele- 
vant date”. 


(b) Accrued holiday pay and long 
service leave due at “relevant 
date” (see Section 297 (b) (1) as 
amended). 


N.B. It is considered that (a) and (b) 
above rank equally. 


(4) Income Tax. 


(5) Workers’ compensation up to £200 
in any one case. 

(6) Land tax assessed or to be assessed 
as “due from the company at the 
relevant date and having become due 
and payable within 12 months next 
preceding that date, or to become 
due and payable thereafter and not 
exceeding in the whole one year’s 
assessment”. 

N.B. It is considered that Income Tax 
ranks after 3 (a) and (b) above as 
those debts are “of the classes speci- 
fied in Section 84 (1) (e) of the 
Bankruptcy Act 1924-1959”, as re- 
quired by Section 221 (1) (b) (i) 
of the Income Tax Assessment Act 
1936, as amended. 


Victoria (Section 216) and Tasmania 

(Section 227) 

(1) Costs, charges and expenses of wind- 
ing up. 

(2) Tax instalment deductions (Section 
221 P (3) Income Tax Assessment 
Act, 1936, as amended). 
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(3) Wages and salaries including long 
service leave and accrued holiday pay 
up to £250 per person. 


(4) Income Tax. 


South Australia (Section 279. The Com- 
panies Act 1934-1956) 


(1) Costs, charges and expenses of wind- 
ing up. 

(2) Tax instalment deductions (Section 
221 P (3) Income Tax Assessment 
Act, 1936, as amended). 


(3) (a) Wages and salaries by any clerk, 
servant, commercial traveller up 
to £50 per person, within 4 
months preceding the “relevant 
date”. 


(b) Wages of any workman or 
labourer up to £25 per person 
within 4 months preceding “rele- 
vant date”. 


N.B. (a) and (b) rank equally. 
(4) Income Tax. 


(5) (a) Workers’ compensation up to 
£100 in any one case. 


(b) Land tax assessed prior to the 
“relevant date” and having be- 
come due and payable within the 
preceding 12 months — not ex- 
ceeding one year’s assessment. 


N.B. (a) and (b) rank equally. 
Western Australia (Section 271. Com- 
panies Act 1943-1954) 


(1) Costs, charges and expenses of wind- 
ing up. 

(2) Tax instalment deductions (Section 
221 P (3) Income Tax Assessment 
Act, 1936, as amended). 

(3) Wages and salaries of any clerk, 
servant, commercial traveller, work- 
man or labourer, up to £50 per per- 
son — within 4 months preceding 
“relevant date”. 


(4) Income Tax. 


(5) Debts due to the Crown, with ex- 
ception of corporate bodies repre- 
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senting the Crown, e.g., land tax, 
sales tax, payroll tax, not amounts 
owing to P.M.G., Railway, etc. 


Queensland (Section 274. The Com- 
panies Acts 1931-1955) 


(1) Costs, charges and expenses of wind- 
ing up. 

(2) Tax instalment deductions (Section 
221 P (3) Income Tax Assessment 
Act, 1936, as amended). 


(3) Wages and salaries of any clerk, 
commercial traveller, servant, work- 
man or labourer, in respect of ser- 
vices rendered within the six months 
preceding “relevant date”. 


(4) Income Tax. 


(5) Debts due to the Crown, with ex- 
ception of corporate bodies repre- 
senting the Crown, e.g., land tax, 
sales tax, payroll tax—not amounts 
owing to P.M.G., etc. 


In New South Wales, Queensland, 
Victoria and Tasmania, such payments 
must be made, by the liquidator, in 
priority to any claim for principal and 
interest by debenture holders secured by 
a floating charge. 


In South Australia these provisions 
apply only to those payments 1-5 (a). 


RECEIVERSHIP 


Where a Receiver has been appointed 
—and the company is not at the time in 
the course of being wound up. 


New South Wales (Section 173) 


(1) Costs of receivership. 

(2) Tax instalment deductions (Section 
221 P (3) Income Tax Assessment 
Act, 1936, as amended). 

(3) (a) Wages and salaries including sick 

pay up to £300 per person within 
4 months preceding “relevant 
date”. 

(b) Accrued holiday pay and long 
service leave due at “relevant 
date” (see Section 297 (b) (1) 
as amended). 
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N.B. It is considered that (a) and (b) 
above rank equally. 

(4) Income Tax. 

(5) Workers’ compensation up to £200 
in any one case. 

(6) Land tax assessed or to be assessed 
as “due from the company at the 
relevant date and having become due 
and payable within 12 months next 
preceding that date, or to become 
due and payable thereafter and not 
exceeding in the whole one year’s 
assessment”. 


N.B. It is considered that Income Tax 
ranks after 3 (a) and (b) above, as 
those debts are “of the classes speci- 
fied in Section 84 (1) (e) of the 
Bankruptcy Act 1924-1959, as re- 
quired by Section 221 (1) (b) (ii) 
of the Income Tax Assessment Act 
1936, as amended. 


Victoria (Section 87(1)) and Tasmania 
(Section 155) 


(1) Costs of receivership. 

(2) Tax instalment deductions (Section 
221 P (3) Income Tax Assessment 
Act, 1936, as amended). 

(3) Wages and salaries including long 
service leave and accrued holiday 
pay up to £250 per person. 


(4) Income Tax. 


South Australia (Section 98) 


(1) Costs for receivership. 

(2) Tax instalment deductions (Section 
221 P (3) Income Tax Assessment 
Act, 1936, as amended). 

(3) (a) Wages and salaries by any clerk, 

servant, commercial traveller up 
to £50 per person, within 4 
months preceding the “relevant 
date”’. 

(b) Wages of any workman or 
labourer up to £25 per person 
within 4 months preceding “rele- 
vant date”. 


N.B. (a) and (b) rank equally. 
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(4) Income Tax. 


(5) Workers’ compensation up to £100 
in any one case. 


Western Australia (Section 94) 


(1) Costs of receivership. 

(2) Tax instalment deductions (Section 
221 P (3) Income Tax Assessment 
Act, 1936, as amended). 

(3) Wages and salaries of any clerk, 
servant, commercial traveller, work- 
man of labourer, up to £50 per per- 
son — within four months preceding 
“relevant date”. 


(4) Income Tax. 


Queensland (Section 101) 


(1) Costs of receivership. 


(2) Tax instalment deductions (Section 
221 P (3) Income Tax Assessment 
Act, 1936, as amended). 


(3) Wages and salaries of any clerk, 
commercial traveller, servant, work- 
man or labourer, in respect of ser- 
vices rendered within the 6 months 
preceding “relevant date”. 


(4) Income Tax. 


(5) Debts due to the Crown, with ex- 
ception of corporate bodies repre- 
senting the Crown, e.g., land tax, 
sales tax, payroll tax — not amounts 
owing to P.M.G., etc. 


In all States, the Receiver must make 
such payments in priority to any claim 
for principal and interest by debenture 
holders secured by a floating charge. 


In Western Australia, the provisions, 
as above, relating to debenture holders, 
are extended to include any mortgagee or 
grantee of a bill of sale. 


In answering problems based on com- 
pany liquidations, and receiverships, a 
knowledge of the above priorities is esscn- 
tial to students, in order to correctly show 
—(a) the statement of affairs; (b) the 
Liquidator’s statements of receipts and 
payments, and (c) the Receiver’s state- 
ment of receipts and payments. 
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NEW BURROUGHS F5000 DUAL PRINTER 


THE ONLY FULLY AUTOMATIC ACCOUNTING MACHINE 
THAT PRINTS TWO ORIGINAL RECORDS SIMULTANEOUSLY 











Burroughs new Series F 5000 offers 
the advantages of fully automatic 
accounting combined with two printing 
heads that provide twice the printing 
productivity! This machine is the only 
fully automatic accounting machine 
specifically designed to handle all 
accounting jobs requiring simul- 
laneous, original print on two records. 
Moreover, the F5000 is versatile as the 
printing heads can be used individually 
as well as simultaneously. Yet the 
F5000 is so simple to operate that an 
operator can learn its procedures in a 
few minutes and become expert within 
afew hours. 


F5000 gives these extra advantages :— @ Automatic plus and minus sub-totals and totals. 
®No carbon or special transfer paper required. @ Complete keyboard control of error corrections. 
®Form handling time is greatly reduced. @ Single motor bar operation for 90% of all entries. 
®No special forms required. @ Original record for your customer and yourself. 


Call the Burroughs man 


at the nearest branch office or write to : 


me Burroughs Ltd., 40 Miller St., N. Sydney, 
N.S.W. XB 583! 


Burroughs 
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“CONQUEST” 
ACCOUNT BOOKS 


We have one of the largest ranges of Account Books and ruling 
in the Commonwealth 


“CONQUEST” SERIES 5S 
Strongly bound with leather back and corners 
green cloth sides. Size 13 x 8 inches. Superior 
quality azure ledger paper. In 3, 4, 6 and 10 quire 
sizes. 
The following rulings are stocked 


Faint only, Indexed through, Minute, Single and 
Double Day, Journal, 2, 3, 4, 5 & & Column Cash 
13 & 17 Cash Analysis, Single, Double, Scotch and 
Treble Ledger. 

“CONQUEST” SERIES 3 

An extremely popular series—Size 13 x 8 inches— 
good quality azure paper, well bound with leather 
cloth back, 190 pages. 

Available in Faint only, Narrow faint, Indexed 
through, Minute, Day Book, Single and Double 
Ledger (indexed), 2, 3, 4, 5, 6, 7 Money Column 
Cash, from 8 to 18 Money Column Analysis, 12 and 
31 Column Stock, Petty Cash, 12 Column dissected 
Cash, Club book and 4/8 Cash book. 


“CONQUEST” SERIES 33 

Strongly bound, full cloth sides, leather cloth back, 

in 2 quire, size 11 x 13 inches. In Faint, 7, 9 & 11 

LOOSE LEAF LEDGERS Column Cash books, 14, 17, 22, 27 and 32 Cash 

Analysis, 4-17, 5-9, 6-12 Petty Cash —with wide 

Four Post Binders 1 and 2 pound columns. 

inch capacity, bound with Brown 
Canvas, for sheets sizes from 
5 x 8 inches to 12% x 9 inches. 


End Locking Post Binders with 
provision for extension. Bound 
with Brown Canvas or “Vynex” 
size from 7Y2 x 10% inches to 
11 x 12% inches. 


Thong Binders with key 
winding mechanism or ratchet 
lever, sheets 91% x 11% inches. 
Bound in coloured “Fabrex”. 























Sheets 
Sheets for the above Binders 
are available in many rulings. 
Special ones can be made to 
order. 





SHOULD YOU BE UNABLE TO CALL, WRITE FOR DETAILS 


NORMAN BROS. PTY. LTD. 


60-62 ELIZABETH STREET, MELBOURNE, C.1—Telephone: 63 6221 (15 lines) 
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The Law of Cheques and Banks — 
Some Practical Points 


By P. 


D. PHILLIPS, Q.C., M.A., LL.B., of the Victorian Bar. 


STANLEY KORMAN, Special Lecturer in Law, University of Melbourne. 


N business and private affairs a very 

considerable number of the community 
habitually handles cheques both by way 
of issuing them and receiving them. Of 
the laymen who do this few understand 
the details of the law relating to their 
actions. Even many lawyers have but 
shadowy recollections of what they 
learned as law students and no marked 
inclination to revive this. Perhaps no 
great harm arises from this curious state 
of affairs. A vast number of trans- 
actions are carried out with success and 
from the practical point of view this is 
what matters. Then from time to time 
some question is raised as to the law of 
cheques and the position of the banks 
which handle them. A momentary 
curiosity passes across the face of the 
business world, followed by a puzzled 
frown. as the legal experts battle over 
obscurities. A few decide that, when 
there is time, they will try and refresh 
their minds. The majority decide that 
the cheque system and the banks which 
operate it seem to work well enough and 
that any surplus effort had better be 
dedicated to acquiring a larger credit 
balance. 


But, for those concerned, let us try 
and obtain a general view of the law 
which affects cheques, and those who 
issue, collect and pay them. There is no 
doubt that this law is complex. This 
makes for one difficulty. Moreover it 
rests upon general legal principles to 
which are added specific and complex 
qualifications dealing with this particular 
subject matter. These qualifications, to 
be found in the Commonwealth Bills of 
Exchange Act, do not speak for them- 
selves. Far from it. They do not 
appear, on their face, to have much sense 
and certainly not much practical opera- 
tion. Few can stop to investigate the 
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unstated background against which these 
provisions operate. Even lawyers feel 
that much of this is a matter for 
specialists. 


If we would understand how the law 
of cheques operates in practice we must 
begin with some general legal conceptions. 
In practical life we are familiar enough 
with these, though we may not describe 
them with technical precision or technical 
terms. Let us try and work out the 
practical ideas and technical conceptions. 


Conversion 


Let us leave cheques and banks for 
the moment and deal with more concrete 
matters. You, we will suppose, own a 
valuable gold cigarette case. This you 
lose out of your pocket. The day after 
the loss, on your way to your Office, 
passing a second-hand jeweller’s shop 
you see your cigarette case. You enter 
the shop and beginning with caution ask 
whether the case is for sale. You are 
told it is. The price is £50. Not sure 
of your position you ask for it to be set 
aside. Then you seek advice. The 
result is reassuring. However honest and 
innocent the jeweller may have been in 
acquiring the case, you may demand it 
to be returned to you. If upon demand 
the return is refused you may sue to 
recover it (or its value). The fact that 
the jeweller paid full value for it and 
honestly bought it is of no significance. 


Transferability 


Suppose moreover the jeweller says 
that he is holding it as an agent for the 
finder and that individual has gone inter- 
state and cannot be found. You can 
disregard the absent one and concentrate 
on the jeweller. Maybe the jeweller sells 
the case and retains the proceeds. He 
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explains that the money is not his but his 
client’s, and that he will hold the money 
and leave you to deal with the client 
personally. You sweep all this aside. 
You sue the jeweller for “converting” 
your case, disregard his truthful insistence 
that he is acting honestly and innocently 
for his client, and you recover. Indeed, 
and this is perhaps the essential point, 
you will succeed equally well even if the 
jeweller had sold the case before you 
showed up and made any demand and 
before he had any knowledge of your 
existence or before indeed he had any 
ground for doubting that his client was 
not the original and only owner of the 
case. We can summarise all this by 
saying that as a matter of law the 
cigarette case is transferable but not 
negotiable. 


Negotiability 


Now let us change the facts somewhat. 
You are minded to obtain a cigarette case 
which you have noticed in the jeweller’s 
window. You go to your bank and draw 
out ten £5 notes and put them in your 
wallet. You have first to go to your 
office. Finishing your business you 
hasten to the jewellers only to find that 
the case is no longer in the window. 
You enquire. It has just been sold. The 
jeweller in a friendly moment indicates 
he has received payment by ten £5 notes. 
You happen to notice the empty wallet 
which the purchaser has left. In dismay 
you recognise it as your own. You feel 
in your pocket and sure enough it has 
gone. You explain all this to the jeweller. 
Indeed you have noted the numbers of 
the £5 notes in your diary. The notes 
are those the bank gave you. The 
jeweller is sorry but firm. He has sold 
the case and received the notes. But you 
think about what you have learnt about 
“converting”. Surely in withholding the 
£5 notes from you the jeweller is convert- 
ing them. Alas that is not the case. He 
has honestly come by them and given 
value for them. And he has a good title 
even as against you the erstwhile owner. 
The bank notes are not merely transfer- 
able. They are negotiable. 
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Defective Title 


One more example and we shall have 
equipped ourselves to investigate the 
position about cheques. Suppose you 
had got back to the jewellers in time to 
see the would-be purchaser produce your 
wallet and extract the notes. Are you 
as powerless as you were vis-a-vis the 
jeweller. Not at all. You claim the 
notes. The purchaser maybe admits to 
finding them. “Finding’s keepings” he 
asserts with apologies. He will not give 
up the notes. So you sue him for 
converting your notes and you win. True 
the notes were negotiable but no one had 
negotiated the notes to the finder (or 
even transferred them). They were your 
notes and subject to any difficulties about 
proof you can compel their return. And 
suppose further that the jeweller, after 
hearing his customer admit to finding, 
thinks his contention is correct and there- 
upon sells the case and takes the notes. 
Can you now sue the jeweller, consider- 
ing the notes are negotiable. To be sure 
you can. The jeweller knew they had 
been found. He is bound to understand 
the law. He has taken the notes not 
innocently or honestly but despite the 
claim of the true owner. Although he 
has parted with the cigarette case and 
the purchaser can no longer be found, 
he will have to hand the notes (or their 
equivalent value) over to you. 


Open Bearer Cheques 


Now we are well on the way to under- 
stand the law of cheques and the rights 
and liabilities of all concerned, banks, 
customers and all others. We will begin 
with the simplest case. You have had 
a man working round your house for a 
few days. You owe him £15. You write 
out a cheque for that amount on your 
bank account. It is payable to “cash or 
bearer”. It is not crossed. You leave 
the cheque in a writing table drawer till 
the jobs are completed and then you 
forget it. You are out of town for three 
days. When your return you find the 
cheque missing. You phone the bank 
to “stop” payment of the cheque. Too 
late. It has been paid. “To whom?” 
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you ask in desperation. “Yes,” says the 
bank official, “to Mr. Pills, the chemist”. 
So you hurry to Mr. Pills. But no luck. 
He took the cheque in payment of a 
large and varied order. He doesn’t 
know the name of the customer. This 
is no doubt careless, but you do not 
doubt his honesty. You have lost £15. 
The cheque was of course “negotiable”. 
Mr. Pills is in the same position as the 
jeweller who sold the case and received 
your bank notes without knowing that 
they had been found in the street. You 
think for a moment about a demand on 
your bank for paying the cheque. But 
it has done precisely what you directed 
it to do — it has paid the bearer of the 
cheque, £15. You have learnt a lesson 
—or part of a lesson. 


Bearer Crossed Cheque 


Now let us suppose that before you 
put the cheque in the writing table 
drawer you had filled it in as before 
(“Cash or Bearer”) but you had “crossed” 
it with two lines across the face. This 
is not a common procedure and may 


seem to have little to justify it, but it will 
help if we proceed step by step. There 
is nothing to prevent you making a 
crossed bearer cheque without any named 


payee. You put it away, depart, return, 
find it gone, speak to your bank and find 
the cheque has been paid. What can be 
done? 


Firstly you ask your bank whether they 
paid the cheque across the counter. It 
is a very long shot. But they may have 
done so. If they did, then you can get 
your money back from them into your 
account because they disregarded your 
directive. The two lines across the 
cheque were an order to your bank not 
to pay except to some other bank 
collecting for a customer. “But,” says 
your bank, “we couldn’t see any cross 
lines on the cheque. They had been very 
carefully erased.” 


Bearer “Crossed-Uncrossed” Cheque 


“I can’t help that,” you urge. “I didn’t 
alter the cheque. Indeed I think the 
whole document was rendered void by 
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the material alteration of erasing the 
crossing.” Now who is going to suffer, 
you or the bank. Neither has been dis- 
honest. Maybe neither has been careless. 
The bank has disregarded your directive 
(not to pay across the counter). But 
then your directive had not reached them, 
had been erased. The answer to this 
puzzle is that it all depends on the 
facts. 


You go to the bank and make 
enquiries. The cashier in fact remembers 
cashing the cheque. 


“Why,” he says, “I do remember the 
old chap coming in and presenting the 
cheque. He was very shabby and down 
at heel and looked as if he didn’t have a 
bob to his name. Still it was an open 
bearer cheque so I paid it.” 


By this stage you have been studying 
up on your rights. You know that the 
Bills of Exchange Act says that the bank 
can only debit your account if it has paid 
“in good faith and without negligence”. 
Is this what the cashier has done? Did 
he act without negligence in not making 
any enquiries of the shabby gentleman, 
or not asking for a receipt. He was 
entitled to demand a receipt so he could 
have required a signature for the £15 — 
perhaps on the back of the cheque, 
perhaps only on another piece of paper. 
It is a nice “question of fact” whether 
the payment was “without negligence”. 
Perhaps at this stage you had better get 
counsel’s opinion if your bank won't 
agree without a fight! 


But let us note this phrase “in good 
faith and without negligence”. This is 
the conspicuous and repeated modifica- 
tion on the ordinary law which has been 
made part of the law about cheques. This 
is the great protection to the paying bank. 
This is the legal “invention” upon which 
the banking and cheque system depends. 
We shall come upon it again and again. 


Let us return to our shabby gentleman 
who cashed the cheque. Suppose the 
cashier had asked for and obtained his 
receipt. You see his receipt and 
recognise him as a local ne’er-do-well. 
You seek him out and find of course 
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that he has spent your £15 and won't be 
able to repay you for months. He 
admits that he found the cheque in the 
roadway outside your house. Well you 
have lost your money. But just before 
we say goodbye to the sum, note this. 
The shabby old man had given no value 
and was indeed as the eraser of the 
crossing a forger. If this had been an 
ordinary bill of exchange or a promissory 
note then the bank, even though not 
negligent, could not have paid and 
debited your account. The bill would 
have been made void by the alteration. 
Because it was a cheque the bank, so 
long as it is not negligent, is “in the 
clear”. You may think the obliteration 
of the crossing a rather unusual alteration. 
So it is. But this is a simple example 
of the additional protection to the bank 
which runs through the “Law of 
Cheques”. This is an easy example to 
follow. We can find the same principle 


arising in more complex situations. 


Negotiated Bearer Cheque 


Let us go back to the original un- 
crossed bearer cheque and the shabby 
old man who found it. Suppose he had 
been asked for a receipt and had beaten 
a retreat from your bank (without the 
cash). He seeks out Mr. Moggs, the 
grocer, and stocks up on tinned foods as 
well as offering to pay off his account. 
He produces your cheque to bearer and 
explains contrary to the facts that he has 
been doing odd jobs for you and so has 
come by the cheque honestly. Mr. Moggs 
takes the cheque in exchange for the 
goods and his account. Then Mr. Moggs 
cashes it at your bank. In this case 
there is no negligence by the bank and 
when you find out all the facts you can 
do nothing. The cheque was “negotiable”’. 
Mr. Moggs has given value and not been 
dishonest. He is in just the same 
position as the jeweller who sold the 
cigarette case for the ten bank notes 
which you had lost without knowing 
they had been found. Just as the 
jeweller could hand on the bank notes 
to his bookmaker so the grocer could 
cash the cheque at your bank. The 
cheque was negotiable. and, once the 
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grocer in all honesty gave value, he 
became the true owner of the cheque 
whatever the circumstances in which you 
lost it, whilst the shabby old man, quite 
apart from his forgery, did not give 
value and never became a true owner. 


Crossed Bearer Cheque — Collection 


Suppose your cheque had been picked 
up in the street by a not too honest but 
by no means shabby passer-by. Unlike the 
shabby old man he has his own bank 
account, and promptly pays the cheque 
in to it. The next day the cheque is 
collected — that is paid by your bank. 
You are too late to stop payment. More- 
over since it is a bearer cheque there is 
no endorsement. Maybe you never find 
out who got the benefit of the cheque 
because the finder’s bank which collected 
it considers itself under a duty not to 
disclose the name of its customer. So 
you can’t sue him because you can’t 
identify him. And you can’t sue his 
bank because all they did was to collect 
the cheque for its customer. 


But wait a moment. Isn't there a 
chance. You remember when _ the 
jeweller undertook to sell the cigarette 
case, which was actually yours, on behalf 
of the finder of it, you succeeded in suing 
the jeweller for “converting” without 
bothering about the finder. Why not 
sue the collecting bank for converting 
the cheque of which you were the true 
owner and disregard the finder. Why 
not indeed? Of course, the cheque was 
not marked “not negotiable” and it is 
just possible that the finder may have 
transferred it to this bank for value and 
so may have negotiated it to the bank. 
If this is so the bank would be in the 
position of the jeweller who sold the 
cigarette case in all honesty in exchange 
for the ten notes which were yours and 
had been found. But it is quite likely 
that the finder told his bank to collect 
for him and pay into his account. You 
remember having seen the warning on 
deposit slips that you are not to draw 
out the proceeds of cheques until they 
are cleared from the drawer’s bank. So 
if the collecting bank is only an agent 
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Another interesting item from the large OZAPAPER range. 


HIGH PRODUCTION 


| with COPYER 
LOW COST 


THE NEW SENSATIONAL DIRECT COPY MACHINE which gives 500 dry copies per hour 
from one or many originals for less than *2d. per copy. 


*includes material, operating costs and depreciation. 


Beautifu ll, Styled 


th COPYER 
is efficient 


AND LOOKS IT! 


COPYER- 


Copies material 18” wide by almost any length. 
Copies direct — no carbons, stencils, negatives or ink. 
Gives high-contrast, easy-to-read copies. 

Needs no darkroom, washing or fixing. 

Eliminates transcription errors and proof-reading. 
Operates anywhere on 240 volt current. 


Requires no special skill. 


COPYER. ... What better way to Reproduce ? 


Sold exclusively by 


oP ae FG ee ee 


NATIONAL LEADERS IN THE REPRODUCTION INDUSTRY 


EDWARD & MOLLER STREETS, 375 LONSDALE STREET, 89 RAILWAY PARADE, 233 WAYMOUTH STREET, 
EAST OAKLEIGH, MELBOURNE, C.1, MARRICKVILLE, ADELAIDE, 
VICTORIA VICTORIA N.S.W. S.A. 

569-0554 67-5744, 67-5745 LA 6178-9, LA 4848 LA 6209, LA 2251 


Agents at— BRISBANE — PERTH — HOBART — LAUNCESTON — DEVONPORT — NEWCASTLE 
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ME 
~* Some outstanding 
features of the Alacra 
Carbon Release Unit 


for further information 
ring, write or call, . . 


J. J. MILLER'S 
CONTINUOUS 
STATIONERY 


allows complete use of carbon, thus eliminating all 
waste 

ensures clean, legible copies at all times 

many thousands of typed forms can be produced from 
the one roll of carbon 


@ CAN BE FITTED TO A WIDE RANGE OF TYPEWRITERS, 
QUICKLY AND ECONOMICALLY 


J. J. MILLER PRINTING COMPANY PTY. LTD. 


19-27 Grant Street, Clifton Hill, Melbourne. Telephone: 48-1181 
Offices in all States 
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for the finder it will have converted your 
cheque (for you were still the true owner) 
when it presented the cheque and had it 
paid. The bank will be in the same 
position as the jeweller honestly holding 
your cigarette case for sale on behalf of 
some customer. The jeweller could be 
sued for converting your case. Why not 
sue the bank for collecting your cheque 
if the ordinary law prevailed. But again 
the ordinary principles have had to be 
altered, in favour of the banks. The 
bank will not be liable to you if it has 
collected the money from your bank for 
its customer “in good faith and without 
negligence”. Here is the phrase again. 
Here is the necessary protection to the 
bank if the system is to work easily and 
freely. So you will have lost your £15 
for after all the collecting bank can easily 
disprove negligence when all that it has 
done is merely collect a cheque for one 
of its customers. 


So far we have examined the situation 
with regard to a cheque payable to “cash 
or bearer” which was not crossed 
(“open”), and then with regard to a 
cheque which was crossed but altered 
into an open cheque, and finally with 
regard to a cheque which was crossed 
and not altered. 


Crossed Not Negotiable Bearer Cheque 


Now let us suppose you had been 
rather more careful at the stage when 
you were writing out the cheque. Thus 
you not only crossed the cheque but 


wrote “not negotiable” on it. Again 
suppose the finder paid it into his 
account. If he did the “not negotiable” 
addition will have made no difference 
whatsoever. You will not be able to 
sue the collecting bank because it has 
collected “without negligence”. The 
“not negotiable” will have made no 
difference to the bank. If you can 
discover where the finder is you can sue 
him (if he is worth powder and shot). 
But let us suppose that instead of paying 
into his own account he has given 
the cheque to the grocer. This does 
happen with “not negotiable” cheques 
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and is not, of course, unlawful. You can 
now sue the grocer, for, when he paid 
the cheque into his bank for collection 
he was converting it, even though he took 
the cheque honestly and gave value for 
it. He is in the same position as the 
jeweller who sold your cigarette case. 
This may be some satisfaction if you 
don’t mind antagonising the grocer. He 
will be unfavourably disposed to you, 
however, because he acted honestly and 
gave value and now finds he has to 
search out the finder and deal with him. 
He will be rather disposed to think that 
is something that you and not he should 
do. However, maybe you deal with 
another grocer. And anyhow it may be 
a lesson to this grocer not to take a “not 
negotiable” cheque except from the man 
who makes it out. Incidentally the bank 
into which he paid it may have had a 
momentary thought. Since it was a “not 
negotiable” cheque they were collecting, 
their customer may not have been the 
true owner. Theoretically there might 
be a true owner somewhere else who 
could sue them for converting. Indeed 
the drawer might be the true owner. 
This is the only difference the “not 
negotiable” addition could make to any 
bank. And as the liability of the bank 
would only arise if it had been negligent 
in collecting for its own customer and 
as such an occurrence is very remote it 
is hardly likely the bank will worry about 
the words “not negotiable”. 


Let us look at this just once again. 
When the jeweller sold your cigarette 
case on behalf of the finder he was liable 
to you. If the finder had sold it to a 
friend who paid full value and took it 
honestly and the friend had entrusted 
the case to a jeweller for sale, even then, 
if the jeweller sold it he would still be 
liable to you — because the cigarette case 
is “not negotiable”. But when the 
banker collects the “not negotiable” 
cheque for the grocer the banker is not 
liable to you unless he has been negligent. 
In truth “not negotiable” matters very 
little to the banker. The idea that it 
shifts the risk of loss from the drawer 
on to some banker is a curious and 
persistent error of otherwise learned 
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persons. Admittedly the words raise the 
possibility of a claim against the bank 
if it cannot disprove negligence because 
the customer may not be the true owner 
— but this isn’t much for the bank to 
worry about unless it thinks it has been 
careless. 


Crossed “Payee” Cheque 


Let us now go back again to the 
writing out of the cheque and take rather 
more steps when you fill in the cheque 
[which by now you must just about guess 
you are going to lose and have trouble 
over!]. You decide you will fill in your 
handyman’s name as well as crossing it. 
So you write after the printed word “pay” 
the letters “T.P. Cleanup” leaving the 
cheque also payable “or bearer”. You 
hesitate over this for a moment. It seems 
a bit stupid to write “Cleanup” and leave 
“bearer”. You aren’t quite sure what 
the result will be. But your bank has 
told you more than once that it hopes 
you will leave your cheques “or bearer” 
and since banks understand all these 
things and you do not, you fall into line. 
We shall see the effects in a little while. 
Once again the cheque blows out the 
window. 


The same gentleman picks it up and 
pays it into his account. Since it is a 
“bearer” cheque he does not endorse it. 
Actually we never have bothered about 
the name of this finder before and in 
truth it has not mattered. But now it 
becomes rather more significant. Let us 
call him “F. Inder”. His bank is a little 
disturbed. Why should Mr. Inder be 
paying Mr. Cleanup’s cheque into his 
account. The teller asks Mr. Inder in 
a tactful and slightly apologetic way why 
he is doing so. Mr. Inder offers a robust 
and rather convincing explanation. It is 
a private transaction over a second-hand 
radio. He points out the window at his 
car and sure enough there is a gentleman 
sitting on the front seat nursing a radio 
set. The teller has seen Mr. Inder quite 
often before. He seems a decent sort of 
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fellow. At all events the teller hardly 
likes to suggest he doesn’t believe him. 
Anyhow the bank isn’t paying money 
out. It is only taking a cheque for 
collection. So in it goes and in due 
course it is collected. 


Converting Negotiable Third Party 
Cheque 


Now what about you suing the 
collecting bank? Of course you could 
sue Mr. Inder. But maybe he is “away 
for an indefinite holiday”. Anyway 
there is no doubt about the bank being 
good for £15. Your solicitor writes a 
letter of demand and assures you that 
it will be enough. And so it proves to 
be. The bank pays up. You are a little 
surprised but your solicitor soon explains. 
You yourself, having read this article up 
to this point, know quite well that Mr. 
Inder’s bank converted your cheque when 
they collected the proceeds. To escape 
they must prove that this collection (and 
conversion) was “without negligence” 


Can they show that collecting Cleanup’s 
cheque on behalf of Inder was not 


negligent. True it was a bearer cheque 
and Inder was the bearer. Nevertheless 
it will have to be a very very good story 
before the collection can be justified as 
being “not negligent”. This story about 
the radio set and pointing out the motor 
car just won't be enough. Indeed in 
any case collecting a “third party” 
cheque will be pretty dangerous for the 
bank whatever the story if it happens to 
be done for someone other than the true 
owner. Of course the bank may take 
the risk because the customer has enough 
to his credit, so, if the bank has to pay 
the true owner for its conversion, it can 
claim on its own customer. But at least 
you are beginning to feel a little more 
confidence. You have got your money 
back although you were a bit careless in 
losing your cheque. Moreover you have 
got your money back though you didn't 
do two things you might have done. You 
didn’t write “not negotiable” on the 
cheque and you didn’t strike out “bearer . 
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Let us then consider each of these 
steps in turn. What difference would it 
have made if you had written “not 
negotiable”. First let us clear up the 
position if there is no addition of “not 
negotiable”. If you have found out all 
about Mr. Inder you could always sue 
him for converting the cheque. You 
prefer to sue the bank which collected 
the cheque. Now you may only do that 
if you were the true owner of the cheque. 
It is true that you lost it. You feel that 
you ought to be the owner. And if Mr. 
F. Inder was in truth the first finder 
then you really are the true owner and 
you can sue the bank and it will probably 
fail to disprove negligence. But you 
remember that Mr. Inder once had the 
idea of transferring the cheque to the 
grocer in return for goods and the dis- 
charge of his account. If the cheque is 
not marked “not negotiable” the grocer 
will become the true owner. He pays it 
into his bank account. The bank will 
not then convert it because it will be 
collecting for the true owner. You 


cannot sue your own bank or complain 


of it debiting your account. It has paid 
your money to a collecting bank for the 
credit of the grocer and who, what is 
more, was the true owner (because the 
cheque was negotiable). So you have no 
remedy despite the conduct of the 
collecting bank in acting for a “third 
party” (the grocer) and not “Cleanup”, 
the named payee of the cheque. 


Converting Not Negotiable Cheque 


But if the cheque was “not negotiable” 
the whole situation changes. It is very 
likely you can catch the bank being 
negligent in collecting. Then you can 
sue it, because you are still the owner. 
The grocer is no more the true owner 
than the finder was. 


Paying Not Negotiable Cheque 


What about your own bank which paid 
the cheque. Your directive to it was to pay 
to the bank of the bearer, if he was the 
true owner. Surely that was the result of 
your marking the cheque “not negoti- 
able”. And logically that would be a 
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sound enough contention. That would 
have been the effect of your mandate. 
But your bank could not know whether 
the customer of some other bank was a 
true owner or not. That customer may 
have been the payee or may have taken 
the cheque honestly for value from the 
payee and so become a “true owner” 
even though the cheque was not negoti- 
able. Does it pay at its risk, the mandate 
being firstly “bearer” and secondly “not 
negotiable”. It is a nasty position for 
your bank which will not wish to refuse 
to pay your cheques and not wish to 
disregard your mandate. What is it to 
do? Well this is where Parliament again 
comes to the rescue. If your bank 
pays out “in good faith and without 
negligence” then even though the collect- 
ing banker’s customer is not the true 
owner (and even though you are) your 
bank may properly debit your account. 
In this particular case it had submitted 
to it a cheque with Mr. Cleanup’s name 
as payee and it is being collected by a 
bank. In fact it is being collected for 
the grocer but your bank will not know 
this. As it is a bearer cheque, there will 
be no endorsement. The grocer will not 
appear anywhere. The truth is, in the 
absence of any endorsements, your bank 
will find it easy to show it has not been 
negligent in paying out to the other bank, 
even though the onus of proof is upon 
your bank. 


Summary 


We can sum up at this stage by saying 
that if you put a payee’s name on your 
cheque, cross it and mark it not negoti- 
able and leave it payable to bearer it 
will be pretty difficult for it to get into 
anybody's account other than the payee 
without the collecting bank being 
negligent and thus giving you the right 
to recover. But of course the person 
paying in the cheque, not being your 
named payee, may have worked so care- 
fully and so ingeniously that his bank can 
show that in collecting the cheque it 
acted without negligence. Then you will 
fail to recover from either bank. Can 
you do anything more to exclude this 
rather remote risk. There are two things 
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you can do and when we have considered 
these we shall just about have galloped 
over the whole field of the laws of 
cheques — leaving much ground un- 
examined because ‘we have been gallop- 


ing. 
Account Payee Only Cheques 


The two remaining steps for you to 
take would be to add on the face of the 
cheque — “account payee only” and to 
cross out the word “bearer” and write 
“order”. It is to be noted that the first 
addition is one which finds no legal 
authority or justification in the Bills of 
Exchange Act and the second procedure 
involves disregarding the considered 
request of all the trading banks together 
with their assurance that no disadvantage 
or prejudice will result to you if you 
leave your cheques all payable to bearer. 
Let us then examine each of these pro- 
posals and endeavour to estimate the 
consequences in law of following the 
two courses. 


The legal consequences of marking 
the cheque “account payee only” are 
best understood if we say that it adds 
a warning to the collecting bank into 
which it is paid reminding it of the 
dangers of collecting cheques for any 
“third party”, that is to say for any 
person other than the named payee. It 
will be remembered that if a bank collects 
for someone other than the true owner 
(whether the named payee or not) it 
would have been liable for conversion if 
the true owner suffers loss, were it not 
for the provision of the statute. By 
reason of the statute the bank has a 
defence if it can show that its conversion 
was non-negligent. It has also been 
indicated that collecting for someone 
other than the named payee will, in the 
vast majority of possible or probable 
circumstances, be negligent (or at all 
events not able to be proved to be not 
negligent). In short to simplify and 
summarise, collecting for third parties 
will generally lead to a judgment for 
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damages if the true owner suffers loss. 
Now “account payee only” does not alter 
this situation and probably does not in 


practice add to it. Certainly it is a 
warning—“Don’t collect for third parties 
or you will almost certainly be negligent 
and may have to pay damages”. But 
considering how the decisions have gone 
in the last forty years or so it is unlikely 
that any bank collecting a cheque for a 
third party would be held to have been 
negligent when it was marked “account 
payee only” and to have been not 
negligent when the circumstances were 
the same except that the cheque was not 
so marked. Any collection by a bank 
for a third party of a cheque for a named 
payee will, if challenged, require a very 
very satisfactory story to justify being 
described as reasonably careful. If the 
story does measure up (though this will 
be rare) it will in all probability be a 
good justification even if the cheque is 
also marked “account payee only”. Still 
it is a little extra warning. It will provide 
just another piece of evidence to persuade 
the jury if you do get into court. It is 
just that— no more or no less. 


It is fair to compare the addition of 
these words to the painted warning 
“stop, look, listen” on a railway level 
crossing. If you step on to a railway 
crossing without stopping and looking 
and listening (and you suffer injury) most 
people would think you had not been 
reasonably careful. Is your conduct any 
more careless because you disregard a 
notice which tells you to do what a 
reasonable man would do anyway? Are 
there any actual human beings who only 
stop and look because the notice tells 
them to do so and who otherwise would 
not? It may be doubted whether bank 
tellers in the course of their duty would 
be influenced by such notices. But it is 
easy to mark three words. As long as 
you understand what you are doing and 
why, you may decide there is no harm in 
putting “stop, look and listen” on your 
cheques. But just as you may stop, look 
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to your cheque signing problems 


The Burroughs Protectograph Cheque 
Signer is the fast, safe and economical 
means of eliminating those tedious hours 
of Cheque Signing encountered by 
executives in most businesses to-day. 
Safer by far than any manual signature, 
the multicoloured impressions produced 
by these modern machines present such 
scientific obstacles to forgers that they 
are virtually counterfeit-proof. In 
addition broad coverage insurance pro- 
tects against possible loss should a 
forgery be attempted. 

Two keys, non-resettable counter and 
other protective features ensure maxi- 
mum security. 





Cheque Protection Too! 


Since 1899 the famous Protectograph 
Checkwriters have been guarding the 
Bank Accounts of the world. Burroughs 
to-day offers a full range of speedy but 
simple-to-use Protectograph machines 
the ultimate in protection. 

Amounts entered on the adding machine 
short-cut keyboard are shredded right 
into the cheque paper with indelible ink 
—absolutely tamper-proof. 

These are but two of an extensive range 
of Cheque Signing and Writing 
machines. Automatic models combining 
both cheque writing and signing are 
available. High-speed, fully automatic 
Cheque Signers capable of processing up 
to 5000 cheques per hour are designed 
for large volume dividend jobs, etc 





Burroughs 


For a demonstration CALL THE BURROUGHS MAN 


at the nearest Branch Office or write to Burroughs Ltd.. 
40 Miller St., North Sydney, N.S.W. ’Phone XB 583!. 
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and listen and then decide to cross the 
railway line, and in doing so you may 
suffer damage and yet the jury may 
decide you were reasonable, so also the 
bank may see your warning and decide 
to go ahead in the light of all the facts 
and explanations, and in doing this it 
may be held to have exercised all reason- 
able care. At all events the effect of 
the words is psychological and not 
legal. They will only really matter if 
you reach the stage of taking a bank 
into court — unless the bank itself doesn’t 
much fancy contesting in public the 
circumstances which in its opinion 
amounted to reasonable care in face of 
the “account payee only” warning. 


Order Cheques 


Let us turn now to the proposal to 
strike out the word “bearer” on your 
cheque, disregard the banks’ request, and 
write “order”. There are few matters 
connected with cheques upon which there 
is more misunderstanding. Most men 


would instinctively feel that they had 
gained some protection by taking this 
step though they might not be very 
accurate in their reasoning. 


If the cheque is payable to a payee or 
order and the cheque is paid in by and 
collected for a customer of a bank who 
puts himself forward as the person named 
as payee on the cheque it is probably 
not strictly necessary as a matter of law 
that that particular customer should 
endorse his cheque. It is true, however, 
that generally banks require such a 
signature (“as a receipt” or “for identifi- 
cation”). A moment’s reflection will 
indicate how hollow this practice really 
is. Why should a bank want a receipt 
for money which it is going to obtain for 
that very customer and hold in his 
account? Will its own customer ever 
want to deny that the money belongs to 
him? Will he have to have the money 
forced upon him by the effect of his own 
signature on his cheque (quite apart from 
the evidence of his deposit slip)? It 
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cannot then be suggested that there is 
any real necessity for banks to require 
endorsement when collecting for the 
named payee. 


Third Party Order Cheques 


But suppose a third party (or a fourth, 
fifth or more remote holder) produces the 
cheque to his bank for collection. It 
will of course be necessary for the 
endorsement of the named payee to 
appear on the back of the cheque. If 
the name were not there it would indicate 
that the customer requiring collection was 
not (or might not be) the true owner. 
The possibility of an action for conversion 
against the collecting bank would be 
obvious and the possibility of a defence 
of “no negligence” virtually non-existent. 


Moreover in all cases the paying bank 
must either pay the true owner or else 
pay “without negligence” or it will not 
be authorised to debit its customer's 
account. If it paid an order cheque not 
endorsed by the payee it might well be 
held to be negligent (or at least to fail 
in its defence of “no negligence”) so that 
the statutory defence would be lost to 
it. Thus where a bank is collecting for 
a third party both law and prudence and 
the necessity of getting payment by the 
paying bank require the collecting bank 
to insist upon an endorsement of the 
payee’s name. 


“So,” you insist, “there was something 
after all in my feeling that the substitu- 
tion of “order” for “bearer” gave me some 
security.” You should remember that if 
your insistence is justified it is curious 
that the banks have advised their 
customers to leave their cheques payable 
to bearer. No doubt it is easy to see 
how this would save trouble to the banks 
but surely they were not oblivious of 
their customers’ interests or the reason- 
able search for security. In line with 
this advice from the banks we may note 
that the present Mr. Justice Manning of 
the N.S.W. Supreme Court when at the 
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Bar insisted that as a matter of security 
he himself never drew a cheque to 
“order” but left all his cheques to 
“bearer”. Here are a series of paradoxes 
or puzzles. What should we make of 
this “order” business? To begin with 
we must reconstruct our sense of perspec- 
tive. 

We have seen that the endorsement 
is necessary when collection is for a 
“third party”—and we know that collect- 
ing for a third party is the situation where 
danger may arise or loss result. A thief 
or finder will desire the money for him- 
self (a third party) and not for the 
account of the named payee. This is 
the situation which necessitates an 
endorsement. Perhaps then the necessity 
for an endorsement makes the danger 
situation less dangerous. This may be 
so to a very minor extent but in truth 
the necessity for endorsement does not 
have much practical effect. 


In many cases the payee’s signature 
will be unknown to the collecting (or 
paying) bank. So long as the thief or 
finder copies the letters describing the 


payee and writes them on the cheque 
the endorsement will “purport” to be 


that of the payee. He does not have to 
“copy” any signature. If the paying 
bank acts on this purported endorse- 
ment in the ordinary course of business 
that will be sufficient. Anyone who is 
mildly careful can produce a “purported” 
endorsement. Once the signature goes 
on the back the cheque becomes a bearer 
cheque. Thus it is suggested that little 
protection is given by striking out bearer, 
writing order, and requiring an endorse- 
ment by the payee. Hence the advice by 
the banks not to make cheques payable 
to “order” thereby dispensing with any 
endorsement and any scrutiny of the 
same by two banks. 


Perhaps this line of reasoning skates 
over certain considerations in the desire 
to reach the conclusion dispensing with 
endorsement and scrutiny. In the first 
place there may be some (perhaps many) 
persons who would bring themselves to 
steal a cheque (yielding to the sudden 
temptation to pocket it when no-one was 
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looking) or to pay in a cheque which 
had been found (though not stolen), but 
would hesitate a long time before forging 
an endorsement on a cheque. On this 
basis the cheque to “order” may not 
drift from its lawful channels so easily 
as theory might suggest. 


_Again the bank can only pay a cheque 
with a purported endorsement if it does 
so in the ordinary course of business. 
No doubt this involves a certain degree 
of care. This obligation upon the bank 
may be sufficient to cause it to hold up 
a purported endorsement and so check 
a wrongful dealing with the cheque. 
Moreover the signature of the named 
payee may be well-known to the teller 
in the collecting bank (or to some officer 
of the paying bank) and the “unlike” 
purported endorsement may show up 
immediately. Perhaps the danger of this 
happening may inhibit forgery by a 
timid if dishonest finder or thief. Reasons 
for supposing that “order” cheques are 
safer for banks’ customers are not 
difficult to find. 


Finally the named payee may be a 
company or organisation which endorses 
in a particular form. This form may be 
known to the bank officials, or, may be 
reasonably imagined by them. The 
successful and convincing forgery of an 
endorsement of a cheque payable to 
“Broken Hill Proprietary Co. Ltd.” or 
“Imperial Chemical Industries of Aus- 
tralia and New Zealand Ltd.” may 
present something of a minor puzzle to 
an ignorant casual thief or finder. 


Considering all these situations there 
is some possibility of added protection 
by making cheques payable to “order” 
in a certain number of situations. Indeed 
if it were necessary to decide whether 
more security was gained by adding 
“account payee only” or substituting 
“order” for “bearer” probably the greater 
additional security arises from the second 
and not the first named procedure. 


Summary 


We have been considering some of 
the situations where, by reason of some 
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dishonesty or irregularity, a cheque gets 
out of the hands of the true owner and 
into the hands of some finder who may 
also be the forger of an endorsement. 
It is in these situations that loss may 
occur. We have been considering what 
are the respective rights and duties of 
various persons and how in short the 
loss may be distributed or redistributed. 
We have seen how the law is worked 
out by first considering a _ general 
“common law” right to sue someone for 
“converting” a cheque and how this right 
is cut down by constructing a statutory 
defence of non-negligent routine banking 
performance. In a similar way the 
limited right of a paying bank to debit 
a customer’s account only when it pays 
strictly and technically to the person 
designated by its customer is extended 
by statute to regular non-negligent pay- 
ments. It is bearing in mind these 
modifications of the law that we ask how 
we may best make out cheques so that 
there is the least likelihood of their being 
collected by persons not entitled to them 
but nevertheless under such circum- 
stances that the special statutory defences 


provided for the banks could be available 
to them. We have assumed that action 
against the wrong-doer will not be satis- 
factory perhaps because he cannot be 
ascertained or located, or because he has 
not the means to pay. 


Discharge Against Payee 

One point should be noted at this 
stage. The right to sue in conversion 
is a right of the true owner. Hitherto 
we have been considering the reader’s 
rights when he has drawn the cheque. 
It should be remembered however that 
once the payee receives the cheque he 
becomes the true owner. If thereafter 
the cheque is lost or stolen it is the payee 
who must sue either thief or finder or 
bank. If he does not the debit will remain 
in your account, unless your bank has 
not paid without negligence. Certainly 
in the case of bearer cheques negligent 
payment will be rare though negligent 
collection may not be so rare. It would 
seem then that so far as recovering is 
concerned you will have to wait on the 
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payee. If he will not take steps for 
example against the collecting bank (or 
the thief if found) you will look on in 
frustration. But things are not so bad 
as this would suggest. If the cheque has 
reached the payee and has been stolen 
or otherwise passed from him and been 
cashed or collected then you can claim 
to have paid the payee. It is as if so far 
as you are concerned payment had been 
made to the true owner. So if you pay 
your Myer Emporium account by posting 
a cheque payable to “Myer Emporium 
Ltd.” which reaches the Emporium and 
then goes astray, you can treat your 
account as paid unless your own bank 
runs off the rails and is negligent in 
paying. In the latter case you can attack 
your own bank and wipe out the debit 
in your account of the amount of the 
cheque. 


In this fact may lie the explanation of 
Mr. Manning’s apparently paradoxical 
insistence upon preferring to make his 
cheques payable to bearer. He was 
taking the chance that they would reach 
the payee before they went astray, if 
anything amiss was going to happen. 
Then, being bearer cheques, there was 
less chance of his own paying bank being 
negligent in paying since there would be 
no endorsements for it to fail to 
scrutinise, or reject. So he would have 
more chance of insisting to his payee that 
his account had been paid, because his 
own bank had paid without negligence. 


Non-Transferable Mandate 


Now let us consider, in the light of 
all these discussions and debates, whether 
we could improve upon this system. Two 
points stand out. The banks, and par- 
ticularly considering themselves as pay- 
ing banks, desire to be relieved of the 
time waste involved in _ scrutinising 
endorsements. We have seen the risk 
involved in abandoning endorsements, or 
put more accurately, the safeguards which 
they provide in certain circumstances. 
We have also seen how the necessity for 
facilitating banking business has produced 
statutory defences available to the banks 
which may lead their customers, though 
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honest and careful enough, to suffer from 
the wrong doing of others. Can this 
situation also be improved? 


The answer would seem to be that it 
could. The vast majority of cheques 
are designed as means of payment to one 
particular (and named or nameable) 
payee. If we could make out an order 
to a bank for payment to that person 
and no-one else all these dangers of 
wrong payments to “third parties” would 
disappear because no such payment 
would be legal. If these orders could 
be crossed then they would be collected 
by a bank for the payee and no one 
else. If they were not crossed and were 
cashed then they could be legally cashed 
by the payee and no one else. In every 
case the bank concerned would be 
required to do one thing only — satisfy 
itself as to the identity of the payee. 
Thus we should have a non-transferable 
mandate to the bank. The instrument 
would in its nature reflect the present 
needs of payment in the vast majority 
of cases namely to a named creditor 
through payment into his bank account. 
Cash payments by means of such 
mandates would be rare. Such docu- 
ments for technical reasons would not 
be cheques. No doubt such a system 
would increase the risks of banks. But 
the gains would be substantial. A dis- 
honest man could no doubt invite his 
bank to collect such a mandate in place 
of the rightful owner who happened to 
have the same name. This of course 
would only be possible in respect of 
cheques having a personal payee. A 
non-transferable mandate payable to 
“B.H.P. Ltd.” could not in reason be 
collected by anyone else without dis- 
regard of the mandate. 


The banks would no doubt say that 
they would be losing the advantage of 
their 


present statutory defence of 








collection (or payment) wrongly but with- 
out negligence. This of course would 
be true but theoretical. Today, in the 
light of the actual decisions, it is very 
difficult for a bank to show it is not 
negligent if it collects (wrongly) for any- 
one but the named payee. The same 
would be true of the “not transferable 
mandate”. The possible additional case 
of loss to the bank would be where the 
customer claims to be the named payee 
(when he is in fact not so) and the bank 
perhaps after enquiry, accepts his word. 
Even though careful the bank would be 
liable to the true owner. How often 
would the situation occur with one of 
the bank’s own customers. True it 
might have a number of “William Jones” 
accounts. One William Jones might 
wrongly come by a _ non-transferable 
order for another William Jones. But 
then we must also suppose that the bank 
is unable to recover from their own 
customer for whom they have wrongly 
collected. The question really comes to 
this. Has the time arrived to abandon 
the negotiability of cheques for the great 
majority of transactions in which they 
are not intended to pass from hand to 
hand and to restore, in such cases, the 
common law liability for conversion 
which banks would have to undertake 
if negotiability were to be abandoned? 


There is no room for a full discussion 
of these issues which must await some 
future opportunity. Nor is this the time 
to consider the question of forgeries and 
alterations of cheques and who bears the 
risk and result of such activities. These 
are perhaps also matters which “every 
school boy” should know, as Macaulay 
thought he knew the history of Central 
and South America. But maybe the 
details which have been discussed will 
provide sufficient food for thought for 
the present. 
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Commercial and Government Accounting — 
A Comparative Study 


By W. L. BURKE, B.A., B.Ec., F.A.S.A., Senior Lecturer in Accountancy, 
The University of New South Wales. 


E purpose of this paper is to out- 
line briefly some of the main features 
of commercial accounting methods and 
to examine the extent to which these are, 
or may be, applicable to government 
accounting. At the outset it is stressed 
that no a priori assumption as to the 
relative superiority of commercial ac- 
counting is being made. The paper is 
divided into three parts. Part I outlines 
some of the more essential features of 
commercial accounting, Part II sets out 
some differences between commercial and 
government accounting, and Part III 
examines some possible applications of 
commercial accounting to the govern- 
ment accounts. 


I 


ESSENTIAL FEATURES OF 
COMMERCIAL ACCOUNTING 


Accounting is a service function and 
perhaps one of the chief aids to modern 
industrial management, but it should 
never be regarded as a substitute for 
effective management. Some of the 
main features of modern commercial 
accounting are set out below. 


Classification 

A proper system of classification is 
essential to an _ efficient accounting 
system. Accounting is a process of 
recording, sorting and classifying infor- 
mation with the object of presenting it 
in an informative manner. Classification 
is therefore the basis of accounting, and 
fundamental in both government and 
commercial accounting. By means of 





*A paper delivered to the Commonwealth- 
State Conference for Senior Administrative 
Officers, Canberra, December, 1959. 
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a suitable classification of ledger 
accounts, the accounting system can be 
geared to produce whatever information 
management requires. (This point will 
be developed later in relation to the 
government accounts.) Classification is 
also a method of dissecting and securing 
control over costs and expenses. If 
budgets are to be prepared scientifically, 
estimates under each heading of expendi- 
ture should be built up progressively 
within the framework of the account- 
ing classification. This prevents the 
“estimation” of expenditure (in the 
sense of “guessing”). Each heading of 
expenditure should be dissected or 
classified, for example, into a number of 
sub-headings, and these in turn should 
be sub-classified, and so on. Each sub- 
item in the classification should then be 
closely estimated, and the totals accumu- 
lated into a scientific estimate under the 
main heading of expenditure. Effective 
accounting classification is of vital 
importance in budgeting. 


A properly designed and efficient 
accounting system which will provide 
automatically, and within the time limits 
required, all information required by 
management, is also important. In 
designing the system attention should be 
given to the nature of the information 
required by management and the most 
effective way of obtaining it, having 
regard to the means available and the 
size and complexity of the organisation. 
Where a system of budgetary control 
exists, it is essential that the accounting 
system should be designed to assist the 
budgetary processes, and to produce 
control reports and similar information 
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speedily and accurately. Such procedures 
should preferably be summarised and 
codified in an accounting manual. 


As industry expands and develops, it 
tends to outgrow its classification and 
accounting system, and finally reaches 
the stage where these have to be re- 
designed. These revisions are frequently 
found necessary when budgetary control 
systems are being installed. Systems 
used in country municipalities or smaller 
cities would be less complex than those 
used in larger cities or in large overseas 
organisations. 


Government accounting procedures. 
however, are conservatively designed and 
slow to change. The Australian budget 
totalled approximately £300m. in 1946 
47, and approximately £1,300m. in 
1958/59. Sir William Dunk’, as long 
ago as 1947, referred to the growth of 
the number of government departments 
from eight in 1941 to twenty-four. 
W. D. Scott? has said that “the growth 
of the public service, in its size, respon- 
sibilities and operations is such that in- 
efficiency may well one day swamp it if 
allowed to run riot”. That is a strong 
statement, but illustrates the importance 
of considering at periodical intervals the 
suitability or otherwise of long-established 
systems. The Australian, like the British. 
financial system is noted for stability, 
rather than flexibility; and unnecessary 
change is not only costly, but also 
loosens established methods of control. 
Nevertheless, it would be dangerous, in 
this era of change, not to at least, 
consider the possibility of change in 
governmental, as well as commercial 
accounting methods. 


Predictive Accounting 

Commercial accounting is based 
largely on predictive methods, and it 
is necessary to appreciate the distinction 





1. Public Administration, Dec. 1947, ‘‘New 
Problems of Management in the Public 
Service’, p. 1435. 


2. Public Administration, Dec. 1952, ‘‘Has 
Industry Anything to Teach the Public 
Service?" p 59 
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between predictive and historical account- 
ing. Historical accounting records past 
results; predictive accounting assesses 
future plans, and attempts to incorporate 
them into the accounting system and to 
measure them periodically against actual 
results by means of budgets, standards, 
and statistical methods. Commercial 
accounting includes all the techniques 
which form part of predictive accounting, 
and it attempts to forecast what expendi- 
ture (or profit) should be, and to 
measure actual expenditure (or profit) 
against the forecast at periodical intervals 
throughout the financial year. Targets 
are set which are as high as appear 
attainable, and actual results are continu- 
ally measured against the target or plan. 
Production and selling methods are 
changed without hesitation if actual 
performance is short of the target; and 
the target is altered if it appears un- 
attainable, or too easily attainable. 


The distinction between predictive and 
historical accounting is also relevant to 
the two management functions of plan- 
ning and control. For planning, fore- 
casts or predictions are needed; for 
control, predicted figures must be com- 


pared with actual historical results. 
Commercial accounting also includes 
historical cost accounting, especially 


when the cost accounts are made the 
basis of frequent, e.g. weekly or monthly. 
statements to management for control 
purposes; but historical financial account- 
ing, which is concerned mainly with the 
preparation of annual financial state- 
ments, has limited use for the manage- 
ment control of operations. 


This distinction is relevant to govern- 
ment accounting since the governmental 
system is set up primarily to provide 
accountability, and establish Parlia- 
mentary control over expenditure on a 
stewardship basis. 


Budgeting 

Business budgets are of more recent 
vintage than government budgets, which 
have an ancient and honourable origin. 
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Business budgets did not begin to appear 
until after 1900, and it is only during 
the past thirty years or so that they have 
been widely adopted in industry and 
commerce. Business budgets are included 
among the predictive accounting methods 
outlined above. 


A business budget may be defined® as 
“primarily a blueprint of a projected plan 
of action for a business for a definite 
period of time” — an estimate of future 
needs and expenditures, calculated for 
a definite period. 


Budgeting is thus a management 
function. “Planning, co-ordination of 
activities, and control are all part of 
the management function. When these 
three are combined in a _ system of 
budgetary control, the budget becomes 
a tool of management which merits the 
support of the chief executive, depart- 
mental Leads, and subordinates, who 
place more reliance on it and give it a 
readier acceptance”.* Budgeting requires 
the formulation of plans and programmes 
by management and cannot be considered 
as part of the accounting function, which 
deals with actual figures, expenditures 
and money costs. Nevertheless account- 
ing is an invaluable aid to budgeting. 
just as budgeting is an aid to managerial 
planning and control. Budgeting is best 
used in business in conjunction with 
budgetary control. There are thus two 
aspects: (a) budgeting and budgetary 
preparation; and (b) budgetary control. 
The value of a budget depends on the 
extent to which it is used by manage- 
ment to control costs. Budgetary control 
requires the comparison of actual results 
with the budget plan, the preparation of 
regular control reports, and the correc- 
tion of unfavourable deviations from 
plan. Budgetary control also makes it 
possible to delegate authority for 
incurring expenditures, and to place 
responsibility for out-of-line perform- 





Cost Accountant’s Handbook, ed. Theodore 
Lang, Ronald Press, N.Y., 1947, p. 1227 


1. Ibid, p. 1229. 
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ance. Variations from budget should 
be carefully analysed to establish reasons 
for differences. At the same time those 
who are to be held responsible for results 
should also participate in the preparation 
of the estimates, even though financial 
decisions may be taken at higher levels 


In comparing budget estimates with 
actual results, allowance should be made 
for two major variables. These may be 
described as (a) volume variables and 
(b) operating variables. Volume vari- 
ables are those differences which arise 
in a fixed budget because the actual 
operating level differs from the budgeted 
level. Operating variables are those 
differences in expenses at a_ given 
operating level which arise because actual 
expenses differ from the budgeted 
expenses at that level. With a fixed 
budget the effect of these two variables 
cannot be separated — unless the budget 
is recast. With a flexible budget, on the 
other hand, all differences should be due 
to operating variables only. A flexible 
budget should allow volume variables to 
be eliminated. Industry thus measures 
performance in terms of level of produc- 
tion and sales, and costs are measured in 
terms of performance. This procedure 
will be considered later in relation to 
government accounting. 


Standard Costs and Cost Control 


Standard costs and cost control 
methods are usually applied in large 
scale industry. Standard costs are 
scientific estimates of production pro- 
grammes translated into money terms. 
Cost control can be obtained through 
standard costs or other cost accounting 
methods. Cost control may also be 
obtained through costs developed from 
actual historical expenditures, but in 
such cases budgets and forecasts are 
usually employed for control purposes. 
Cost consciousness is an outstanding 
feature of industry, particularly of 
American industry, and the industrial 
accountant regards the record-keeping 
function as a continuous check on 
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performance, rather than as a means of 
producing the annual financial state- 
ments. Standard cost accounting, like 
budgeting, provides a yardstick against 
which actual performance may be 
regularly checked and controlled. 


Cost accounting has a wider applica- 
tion to industrial organisations, than to 
administrative departments, although it 
has been rightly applied in the Govern- 
ment trading departments. Standard 
costs, like performance budgets, depend 
upon estimates of performance, and 
provide perhaps the best form of cost 
control. Cost accounting, as previously 
seen, may be either historical or predic- 
tive, and standard costs represent the 
predictive method. Historical cost ac- 
counting however, may also be used for 
current control purposes. The advantage 
of cost accounting is that it attempts to 
dissect expenditures into minute classi- 
fications, and to examine the efficiency 
of each item. Financial accounting 
collates figures into totals and inefficient 
items may be lost in an apparently satis- 
factory overall result. 


Historical cost accounting systems 
usually include perpetual inventories and 
stock and store controls. The import- 
ance of applying internal control methods 
to cash transactions has long been 
appreciated, but the equal, or even 
greater, importance of safeguarding large 
investments in materials and supplies has 
only been realised more recently. Per- 
petual inventories, prepared through cost 
and stores records, provide a running list 
of what stocks should be on hand and 
thus help to prevent misappropriations 
and other losses. These inventories also 
allow monthly cost statements to be 
prepared for control purposes. In 
industry, historical financial accounting 
could not produce such statements with- 
out the upheaval and expense of a 
monthly physical stocktake. 


Responsibility Accounting 
“Responsibility” accounting is another 
accounting method which may be used 
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in business to help control costs. 
“Responsibility accounting is by no 
means a new concept . . . but it is a 


relatively new term. It may be said to 
embrace all the functions of the enter- 
prise in respect of which authority and 
responsibility have been clearly defined 
and which have been segregated clearly 
enough in the budgetary or control 
plan”.® It presupposes an organisational 
and accounting structure in which 
authority and responsibility are defined 
and in which costs and expenses are 
grouped accordingly. It can be applied 
from top management all the way down 
the line, so as to embrace as many 
functions of the enterprise as can be 
included in the organisational and ac- 
counting plan. Responsibility accounting 
is thus linked with functional classifica- 
tion (i.e., classification according to the 
purpose rather than the nature of the 
transaction), and with accounting and 
budgetary control. Estimates are pre- 
pared on a functional basis and expense 
is recorded accordingly, so that control 
may also be exercised functionally, and 
responsibility for results traced. An 
important requirement of responsibility 
accounting is, as previously mentioned, 
that the person to be held responsible for 
results should be consulted in the prepa- 
ration of the estimates; also that un- 
controllable factors should not be mixed 
indiscriminately with those which are 
controllable. In industry, budgets usually 
do comply with the functional method 
of classification, but with governments 
the position is somewhat different. 


In government accounting, account- 
ability is the traditional requirement, and 
the departmental basis of classification 
(which effectively implements the ac- 
countability purpose) conflicts with the 
functional classification — the classifica- 
tion required in order to fulfil the 
management purpose of measuring and 
controlling the cost of individual func- 
tions, programmes and activities. The 
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system of government accounts classifies 
expenditure according to the department 
incurring the expenditure. This may be 
regarded as providing a classification of 
expenditure on a broad functional basis. 
e.g. to show amounts spent on defence, 
war and repatriation services, bounties 
and subsidies, etc. | However, the 
expenditure of different departments 
sometimes serves the same _ purpose, 
whilst the expenditure of one depart- 
ment sometimes serves two different 
purposes. In such cases, functional 
classification on a strict basis would 
require that these expenditures be 
separated and shown under different 
headings. The purpose of functional 
classification is to provide an overall 
view of the cost of various governmental 
activities, and to decentralise responsi- 
bility to the limit — all the way down 
the line — so that responsibility can be 
progressively traced. 
Business Statistics 

Industry is also becoming aware of 
the value of statistical methods as 
control devices. Ready acceptance of 
new ideas and methods is leading to 
increased productivity and profits. 
Annual budgets are being broken down 
into monthly budgets, plant and indus- 
trial statistics and productivity indexes 
prepared. Statistical standards are being 
experimented with to set up standard 
costs in distribution and administration 
— fields in which standard cost account- 
ing methods have not been widely 
applied before. 


The great advantage of the statistical 
control technique is that it can be set 
up outside the framework of the account- 
ing system. From the accounting point 
of view, and especially in government 
accounting, its introduction requires no 
alteration whatever in existing methods. 
It is a supplementary control which can 
be used to measure the efficiency of any 
desired item; but to be worthwhile the 
savings it achieves must pay for the cost 
of its installation. It is interesting to 
The 
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note the uses already 
certain government departments of 
Statistical information. The imaginative 
use of figures in dynamic management 
situations is an important feature of 
accounting control. 
II 
DIFFERENCES BETWEEN 
COMMERCIAL AND GOVERNMENT 
ACCOUNTING 
There are many points of resemblance 
between commercial and government 
accounting methods, especially in the 
government trading departments, but 
there are also some important and 
fundamental differences. Some of these 
are outlined below. 


being made in 


Purposes of Government Accounting 

There are at least two distinct purposes 
in government accounting: — 

(a) the accountability or stewardship 

purpose; and 

(b) the management purpose. 

Statements drawn up to _ provide 
accountability are prepared in accord- 
ance with traditional and conventional 
government accounting procedures, so 
as to comply with legal requirements, 
relate receipts and disbursements of 
moneys to the budget, permit audit of 
the accounts, and, in general, facilitate 
parliamentary control of expenditure. 

Statements giving effect to the manage- 
ment purpose are prepared to give 
governmental managerial officials vital 
information for planning and controlling 
operations and programmes, as well as 
money expenditures, and to facilitate 
control of financial activities. The 
management purpose has perhaps been 
subordinated to accountability (which, 
in maintaining Parliamentary control is 
the primary one) and the result is that 
managerial control has perhaps received 
insufficient emphasis in government, as 
compared with commercial accounting. 


Integration Versus Duplication 
Admittedly, there may be some very 


efficient management accounting systems 
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in operation in government trading enter- 
prises. A United Nations Committee 
appointed to enquire into problems of 
budget reclassification in the E.C.A.F.E. 
Region reported, in 1955, that “the 
distinction between government activities 
and enterprise activities was essential for 
budgetary purposes as well as for 
purposes of planning and economic 
analysis. In this connexion, the experts 
noted that the inclusion of enterprises 
on a gross basis in the budget would 
inflate the level of expenditure and 
receipts and, thereby, distort the picture 
of government activities. It was also 
observed that commercial accounts 
provide a truer estimate of the income 
and expenditure of an enterprise than a 
system of cash accounts, which does not 
take into consideration changes in 
amounts receivable and payable and 
which may also disregard changes in 
inventories. Where available, for example 
in parallel accounts, commercial accounts 
should be used for business activities in 
preference to cash accounts.’ 


The U.N. Committee considered the 
question of accounting classification in 
respect of the trading enterprises. Its 
views were that, in the region under 
consideration, the work involved in 
making a complete reclassification was 
not warranted at that stage, and that 
“transactions of business enterprise will 
be classified in a separate, though similar 
minimum economic classification”.’ This 
raises the question whether the mainten- 
ance of duplicate and cross-classified 
systems of accounting under Australian 
conditions is uneconomic, and whether 
reclassification of the traditional Treasury 
system is warranted here, as_ yet. 
Theoretically, an integrated system, able 
to produce both the commercial and the 
traditional accounts, would be more 
efficient than duplicate systems. The 
practical question is whether resulting 





6. ‘“‘Budget Management’, Report of the 
Workshop on Problems of Budget Reclassi- 
fication in the E.C.A.F.E. Region, United 
Nations, N.Y. p. 10, paragraph 44. 


7. Ibid, p. 10, paragraph 42. 
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savings would justify the expense of 
change, and losses in transition. 


Cash and Accrual Accounting 

A fundamental difference between 
commercial and government accounting 
arises from the fact that the government 
accounts are usually kept on a cash 
basis — at least in the “Administrative”, 
as distinct from the “Trading”, depart- 
ments. The cash basis of accounting 
has arisen out of the historical struggle 
between Crown and Parliament. The 
theory is that Parliamentary control has 
been established over the Crown’s 
receipts and expenditure of money. The 
cash system means that government 
budgets are cash budgets, that deprecia- 
tion, accruals, changes in stocks and 
the level of debtors’ and creditors’ 
balances, and other non-cash items are 
not included. Commercial accounting 
is based on the concept of matching costs 
and income, and takes into account all 
items mentioned above. The cash state- 
ments of governments, however, may be 
deliberately or accidentally distorted by 
withholding payments, manipulating stock 
balances, and transferring cash between 
funds. 


The governmental cash and appropria- 
tion system requires that all expenditure 
be approved annually by Parliament. If 
a department has not spent its full vote 
in a given year, it cannot spend the 
unused money in the following year, but 
must obtain fresh authority. In effect, 
it loses the unspent amount of its vote, 
unless the cash expenditure is actually 
incurred. The system, if not controlled, 
could lead to extravagance. The 
difficulty does not arise in commercial 
accounting, as annual budgets are usually 
based on estimates of performance, and 
prepared on an accrual basis. Unspent 
surpluses would represent liabilities for 
outstanding orders or higher distributable 
profits resulting from efficient managerial 
control of expenditure. In the govern- 
mental sphere similar underspending 
could indicate faulty estimating — or 
alternatively, of course, efficient control. 


The Australian Accountant, November, 1960. 
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The Fund System 


As already seen, the “fund” system of 
classification of government accounts 
springs from legal and constitutional 
requirements, and organisation is there- 
fore on a departmental, rather than a 
functional, basis. Under the fund system 
there are separate funds for each depart- 
ment, for revenue and loan moneys and 
for trust moneys. The reasons for the 
existence of these funds are mainly 
historical, and departmental organisation 
arises out of the principle of ministerial 
responsibility. Application of the fund 
system results in the measurement of 
costs on a departmental basis, whereas 
management requires their measurement 
on a functional basis, according to 
projects and activities, irrespective of 
departments. The practice of making 
transfers between funds may also distort 
cash statements as previously mentioned. 
The fund system is largely peculiar to 
government accounting systems, and has 
no general counterpart in commercial or 
industrial accounting. 


The fund system gives rise to a 
distinction between the Consolidated 
Revenue Fund and the Loan Fund, but 
this distinction between Revenue and 
Loan Funds is not general in govern- 
ment accounting, and is, in fact, rather 
peculiar to certain governments. Ex- 
penditure out of Consolidated Revenue 
Fund is revenue expenditure, irrespec- 
tive of its nature, and expenditure out 
of Loan Fund is loan expenditure. There 
is thus no clear distinction between 
current and capital transactions, and 
the classification into loan and revenue 
funds, whilst useful, perhaps, for account- 
ability purposes, does not in any way 
assist the management control purpose. 


Commercial accounts are usually kept 
on the income and expenditure basis, 
and capital expenditure budgets are 
prepared on long term bases. In govern- 
ment departments, however, delays in 
completing large scale works, and the 
existence of a number of partly finished 
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projects, seem to indicate the need for 
more realistic planning and control of 
capital expenditure. In industry, a 
separate capital expenditure budget is 
usually prepared and controlled, but in 
government accounting such expenditure 
comes from different funds, and because 
of this peculiarity of the accounting 
system, budgetary and managerial control 
is divided. 


The Treatment of Depreciation 


A further difference arises out of the 
treatment of depreciation. Depreciation 
on capital expenditure is an essential 
feature of commercial accrual account- 
ing, but cannot be charged in accounts 
prepared, like the government accounts, 
on a purely cash basis. 


According to the U.N. Committee 
enquiring in the E.C.A.F.E. region, the 
idea of depreciation is “that any govern- 
ment asset earns an income even though 
there is no cash transaction. Thus 
departments occupying a government 
building could be charged a rent for the 
space they occupy. Many government 
assets could be considered to earn an 
imputed income from property in this 
way. On the other hand, all assets 
deteriorate, and a regular charge could 
be included in current expenditure 
against the renewals which will eventually 
be required instead of simply meeting 
them when they are required. In 
government enterprises whose accounts 
are kept on a commercial basis, such 
provisions are made and can be included 
in the classification of government enter- 
prises. In the case of other assets, such 
a charge could be imputed, or possibly 
sinking fund provisions could be con- 
sidered as a partial provision of deprecia- 
tion allowances”. The Committee felt 
that whilst it would be desirable to 
impute income and depreciation charges 
to government assets, the time was not 
ripe for the introduction of such a refine- 
ment. 





8. Ibid, p. 11, paragraph 465. 





Accrual accounting, in its fullest sense, 
implies not merely cash adjustments for 
outstanding debtors and creditors, but 
also non-cash adjustments for items such 
as depreciation. Under the cash system 
however, all payments are charged to 
the period in which they are incurred, 
and depreciation allocations are not 
made. But depreciation charges must be 
brought to account in the trading enter- 
prises, and two sets of accounts become 
necessary. Short of complete reclassifica- 
tion, an alternative solution could be to 
incorporate into the cash accounts the 
net results of accounts prepared on the 
accrual basis in the trading departments. 


The “Vote” System 

Finally, the government system of 
appropriating funds could encourage the 
tendency to “err on the safe side” in 
preparing estimates. As the Public 
Accounts Committee has reported®: “No 
incentive is given to departments to 
keep within the appropriate figure: 
instead, every effort appears to be made 
to spend the funds voted.” And the 
procedure by which unspent votes are 
forfeited could tend to encourage extra- 
vagant spending. The fact that a recent 
report of the Public Accounts Committee 
has commented on the very high standard 
of estimating, taking the public service 
in general, is a tribute to managerial 
efficiency in spite of, rather than because 
of, the vote system. 


Industry and commerce, on the other 
hand, are given positive incentives to 
efficiency in the form of management 
accounting techniques; and the profit 
motive, lacking, of course, in government 
enterprises, also encourages the control 
of expenditure. It should not be assumed, 
however, that the control attitude is 
widely recognised or applied even in 
industry, but the industrial concept of 
“control” does, it is submitted, provide 
a better incentive to managerial efficiency 
than the governmental concept of the 
“vote”. 


9. Report of Joint Committee of Public Ac- 
counts, 1956, paragraph 40. 
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Ill 


POSSIBLE REFINEMENTS OF THE 
GOVERNMENT ACCOUNTS 


The system of accounting applied in 
commerce and industry has now been 
reviewed, and some differences between 
commercial and government accounting 
methods noted. It is sometimes con- 
tended that because a particular method 
is adopted in industry it must, ipso facto 
be applicable to government accounting. 
Such a conclusion, of course, does not 
follow at all, but many writers?® have 
advocated some of the reforms referred 
to below. 


Reclassification and Integration 

As previously stated, a proper system 
of classification is the basis of all account- 
ing, both in industry and government. 
and if the introduction of modern com- 
mercial management accounting systems 
is considered desirable in the govern- 
mental sphere, the system of classification 
should be examined first. In fact, the 
whole purpose of the U.N.E.C.A.F.E. 
Committee, referred to previously, was 
to “enquire into problems of budget 
reclassification”"?. The Committee recom- 
mended that supplementary reclassifica- 
tions into functional and economic 
categories should be introduced, after a 
year or two progress should be reviewed 
and difficulties considered, and that the 
question should then be considered again. 


Reclassification would naturally consti- 
tute a fundamental step, but it has been 
gradually accomplished in the U.S.A. 
over the last few years (as will be seen); 
it has been recommended in Asian 
Countries (as seen above); and has 
been recommended in Australia by 
writers previously mentioned. Reclassi- 
fication would enable trading depart- 





10. See Prof. Sir Alexander Fitzgerald, “Con- 
troversial Issues in Accounting’’, The Aus- 
tralian Accountant, May, 1958, ae. 220-222: 
also Prof. R. L. Mathews, ‘Government 
Accounts and Social Accounting’. The 
Australian Accountant, January, 1957, P 


11. Op cit.; see particularly p. 8, paragraph 41. 
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ments to integrate their Commercial and 
Treasury Accounts; other departments 
to avoid the conflict between depart- 
mental and functional classification; and 
the accountability and management 
purposes in government accounting to be 
united. 

Short of complete reclassification most 
of the remaining modifications which are 
suggested would have to be made on the 
basis of cross-classifications or duplicate 
systems of accounts. 


Performance Budgeting 

A budget is primarily a plan of pre- 
determined performance in respect of 
some activity, with or without a resultant 
estimate of costs. There may easily be 
a tendency to think only in terms of 
cost and to forget the required estimate 
of performance. Business requires a 
planned forecast of anticipated activities 
and performance for a definite period 
expressed in terms of cost. This requires 
estimates of levels of production and 
sales, which are then translated into 
money terms. Business forecasting (e.g. 
sales estimating) is an analytical process 
requiring technical experience and 
competence, and the accountant’s func- 
tion is usually to translate the forecast 
of performance into money terms. The 
concept of performance budgeting is 
thus not new in industry; performance 
is estimated as well as cost. 


In government accounting, the concept 
was referred to in the report of the 
U.S.A. Hoover Commission (1949) :%2 


“We recommend that the whole 
budgetary concept of the Federal 
Government should be refashioned by 
the adoption of a budget based upon 
functions, activities and projects; 
this we designate as a ‘performance 
budget’.” 


Performance budgets would represent 
plans of performance (as in industry), 





12. The Hoover Commission Report (McGraw- 
Hill, 1949); a Commission investigating 
ty tone Accounting methods in the 
irs Ty 
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as well as of costs and cash appropria- 
tions; and, with suitable accounting and 
budgetary classification, would enable 
costs of programmes and projects to be 
measured and controlled against the 
estimates. Performance budgeting implies 
the determination of priorities at 
administrative or policy-making level, 
the ascertainment of the cost of alterna- 
tive and approved programmes, and the 
use of the budget as a yardstick against 
which to measure the efficiency with 
which a particular project has been 
carried out. 


It should be apparent that budgets and 
accounts are best arranged as plans of 
activity or performance, with emphasis 
placed on the purpose of expenditure, 
rather than on its nature. The cash 
system and the accountability purpose 
facilitate Parliamentary and Treasury 
control over expenditure, but may tend 
to neglect the managerial control of 
efficiency. 


The recommendations of the Hoover 
Commission as to the introduction of 
performance budgeting in the U.S.A. 
were implemented in 1956, the US. 
Navy recently commenced a_ work 
measurement programme, and _ there 
appears to be a general movement in 
favour of the adoption of performance 
budgeting. 


Accrual Accounting 

There may perhaps be some doubt as 
to whether accrual accounting is best 
suited for government purposes. The 
reputed failure of the British Army Cost 
Accounting experiment (1919-25) and 
the findings of the U.K. Crick Committee 
(1950) are often quoted in favour of the 
cash system. However, The Economist," 
in an editorial, expresses the view that 
“detached observers of public affairs 
have felt for some time that the present 
methods of Treasury control of govern- 
ment expenditure need to be overhauled 
—bell, book, and candle-ends”, and 
says this view is now receiving strong 
support from back-bench members of 





13. eee Economist (England), 23rd August, 
1958. 
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the Select Committee on Estimates. 
Further, the U.S.A. has recently (1956) 
altered its whole accounting and 
budgetary system by implementing the 
recommendations of the Hoover Com- 
mission (1949) as to the introduction 
of accrual accounting. It is interesting 
to note that President Eisenhower, in 
implementing most of the Hoover Com- 
mission’s recommendations, omitted from 
his Bill one of the most important items 
—that appropriations (as distinct from 
the accounts recorded) be also made on 
an accrual basis. He said, however, 
that such a provision would be “highly 
desirable” and that he would recommend 
it to Congress for further consideration. 
The Accrued Expenditures Act, 1958" 
however, which was passed in the U.S.A. 
in the closing stages of the 1958 
Congressional session, marks the final 
step in achieving sound financial manage- 
ment in the U.S. Federal Government. 
The measure places appropriations on an 
annual accrued expenditures basis, and 
brings to completion the gradual process 
of implementing the Hoover Commis- 
sion’s recommendations. There is evid- 
ence, also, that second thoughts are now 
being given to the question of accrual 
accounting in the United Kingdom. 


Whether Australia has reached the 
stage where similar alteration is neces- 
sary remains undecided; but even if the 
cash system continues to be used in the 
purely administrative departments, it is 
clear from the introduction of commercial 
accounting systems in the trading depart- 
ments that the cash system, of itself, is 
inadequate for control purposes — in 
those departments at least. Hence the 
government accounts at present achieve 
one purpose at the expense of another; 
the cash system provides accountability, 
but tends to restrict the measure of 
control which departmental management 
may exercise without duplicating or 
extending the accounting system. 





14, Reported in the Journal of Accountancy, 
January, 1959. 
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The 1952 U.N. Report 


In recent years a number of investiga- 
tions have been conducted into the form 
of government accounts in the U.S.A., 
the U.K., and Australia, and in 1952 
the United Nations Report on Govern- 
ment Accounting and Budget Execu- 
tion’*® made recommendations with 
respect to governmental budgetary and 
accounting systems, which, if adopted in 
Australia, would require the following 
reforms :— 


(a) integration of the complete set of 
government accounts, including 
those of the public trading under- 
takings, and the preparation of 
statements of overall financial 
results and consolidated cash 
position; 

(b) classification of items in all 
accounts from the viewpoints of 
administrative and legislative 
control, and social accounting 
requirements; and a classificction 
of receipts and payments on a 
capital and revenue basis (in lieu 
of the “fund” system of classifica- 
tion); and 


(c) a consistent and logical basis of 
accounting for depreciation of 
fixed assets. 


The recommendations contained in the 
above report are directly relevant to 
many of the points which have been 
raised in this paper. 


Conclusion 

Pressure for progressive refinement of 
the government accounts along these lines 
will no doubt continue, and there may 
be better prospects of eventually initiating 
some action if departmental managers, 
as well as their accountants, are really 
interested in the problem to be solved. 





15. Final Report of the Committee on the 
Form of Government Accounts, (Cmd. 7969, 
1950); Budgetary Structure and Classifica- 
tion of Government Accounts (U.N. 1951); 
Government Accounting and Budget Exe- 
outten (U.N. 1952); see also works cited 
above. 


16. Op. cit. 
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Current Problems Discussed in 


Overseas Journals 


Notes prepared by the teaching staff of the Department 
of Accounting in the University of Melbourne. 


Auditing 

A supplement to The South African 
Accountant, June, details an “Opinion by 
Counsel on an Auditor’s Liability for 
Negligence” in carrying out an audit 
under the Companies Act. The pro- 
fession requested the opinion, not to 
evade its responsibilities, but to clarify 
them and to minimize the results of 
publicity stemming from actions for 
damages involving auditors. 

In The Internal Auditor, June, 1960, 
Frederic E. Mints writes on “New 


Developments in Operational Auditing”. 
Using a case study method, he explains 
how the audit of “non-financial” opera- 
tions can assist management to assess the 
efficiency of manufacturing and other 


operations. 

In the New York C.P.A., June 1960, 
Henry P. Hill discusses “Intuitive Reason- 
ing v. Statistical Computation in Audit- 
ing’. He shows that many of the 
methods of test checking arrived at 
intuitively by accountants are supported 
by statistical methods. He illustrates 
these parallels by reference to such topics 
as the adequacy of sample sizes, popula- 
tions with a few large items, relative and 
absolute sample sizes, and the effect of 
internal control on sample sizes. 


Aecounting Procedures 


Two articles in The Controller, July, 
give details of highly mechanized systems. 
“Fast Processing of Daily Orders” by 
George Howard is an account of how an 
ice-cream manufacturer uses an IBM 650 
computer to overcome the problems 
associated with exacting schedules of 
delivery to a large number of retail 
dealers. D. H. Meenach reports on the 
methods adopted by a food processing 
concern which doubled its production 
capacity in six months in “Keeping Up 
With Explosive Growth”. 


The Australian Accountant, November, 1960. 


Accounting Reports 

Increasing emphasis has been given in 
recent years to the improvement of ac- 
counting reports, and in “Statements 
Supplementary to the Annual Accounts 
of Companies”, The Accountants Journal, 
July, Frank H. Jones illustrates how 
valuable information can be simply 
expressed. This article is supplemented 
by a note, appearing in the same issue, 
on the published accounts of the Bowater 
Paper Corporation. 


Break-Even Analysis 


The conventional break-even formula 
is based on a classification of costs into 
two classes, viz., fixed and variable. J. 
Weiner, “To Better Results through a 
More Accurate Break-even Formula”, 
N.A.A. Bulletin, July, shows that many 
costs, as a result of factors such as over- 
time premiums. shift loadings etc.—vary 
disprovortionately to changes in volume. 
He nrresents a new break-even formula 
which recognizes three classes of costs— 
fixed, proportionately variable, and dis- 
proportionately variable. In the same 
issue, H. E. Fearon examines “Constant 
Product Mix — A Limiting Assumption 
in Break-Even Analysis”. He discusses 
five possible solutions to this problem, 
none of which he considers to be 
completely satisfactory. 


Costing 

The need for better distribution of cost 
information is discussed by James D. 
Edwards in “Distribution Costs and 
Marketing Decisions” which appears in 
Cost and Management, July - August. It 
is suggested that thoughtful collection 
and classification of distribution cost 
information with a view to constructing 
standards and establishing control along 
lines well proven in the production 
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function would result in worthwhile 
reduction of mis-directed sales efforts. 

E. A. Lowe argues the case for a wider 
view of the nature of cost and the use of 
a more flexible classification of costs to 
meet the requirements of different busi- 
ness purposes in “The Usefulness of Cost 
Accounting to Business Management”, 
The Cost Accountant, July. 


Companies 

The Institute of Chartered Accountants 
in England and Wales has submitted its 
representations to the Company Law 
Amendment Committee, which was 
appointed to review and report upon the 
provisions and workings of, inter alia, 
the Companies Act, 1948; to consider 
what should be the duties of directors 
and the rights of shareholders; to 
recommend desirable changes in the law. 
The Accountant, 2, 9, 16, July, contains 
the full report. In submitting this 
lengthy report the Institute does not infer 
that the 1948 Act has been proved in- 
adequate; rather, that other matters, e.g., 
take-over bids, have assumed promin- 
ence since that date. A number of 
anomalies and weaknesses are mentioned 
together with suggested improvements 
and new, often controversial, alterations. 

In The Accountants’ Magazine, July, 
James T. Dowling presents a_ very 
comprehensive review of the different 
activities necessary for presenting “The 
Accountant’s Report on a _ Proposed 
Amalgamation of Companies”. The 
author illustrates his paper by reference 
to two hypothetical companies and 
provides a good outline of the matters 
which an accountant would have to 
consider in carrying out such a task. 
Distribution Cost 

Cost accounting techniques may be 
applied with advantage to the sales 
activities of a firm. H. W. Fox, “An 
Accounting Report for Sales Administra- 
tion”, N.A.A. Bulletin, July, describes 
the reports on sales and related expenses 
presented in a company selling auto- 
matic vending machines. In the same 
issue, A. F. Rudy, “K 2ping Up-to-the- 
Minute Records of Advertising Costs”, 
describes a system of budgetary control 
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of advertising costs which keeps the 
advertising manager informed of the 


funds available and enables him to 
maintain the flexibility necessary to meet 
frequent changes while still remaining 
within budgetary limits. 


Electronic Data Processing 

Control of electronic computer systems 
by accountants is discussed by S. W. 
Skipworth in the July - August issue of 
Cost and Management. The first portion 
of the article deals with control of the 
day-to-day operations of the E.D.P. 
department and consideration of the 
service it should provide for other depart- 
ments and management generally. The 
latter portion considers control of the 
data being processed and suggests an 
audit programme. 


Farm Accounting 

In The Accountants’ Journal (N.Z.) an 
article entitled “Farm Accounts as an 
Aid to Management” by R. H. Scott 
describes the service provided by the 
N.Z. Department of Agriculture with the 
intention of enabling farmers to compare 
their operating results with standards for 
all farms. Classifications of accounts for 
best comparisons with the _ statistics 
provided are outlined. 


Office Management 

The application of work study methods 
to office tasks is discussed by L. O. 
Sweval in “Clerical Work Measurement 
Keyed to Modern Equipment”, The 
Controller, July. The resulting office 
management controls make it possible to 
evaluate accurately the benefits of pro- 
posed new equipment. 


Pricing Policy 

In the N.A.A. Bulletin, July, K. E. 
Marvin, “An Approach to Cost Estimat- 
ing by Formulas”, discusses the develop- 
ment and computation of formulas 
expressing the relationships between cost 
and other factors, such as weight of 
product, and the use of these formulas 
to get reliable cost estimates for pricing 
purposes. 


The Australian Accountant, November, 1960. 
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Interpretation of Will 


In Jaques v. Seton (1960) A.L.R. 
349 a testator, by a codicil to his 
will, bequeathed an income to his 
son, A, for life, and after A’s death 
to “his [that is, A’s] wife” for life, 
and after her death to A’s child or 
children. 


When the codicil was made A 
was married to B and had one child. 
Some time after the testator died the 
marriage between A and B was dis- 
solved, and A married C, by whom 
he later had one child. Later A died, 
surviving him being B, his former wife; 
C, his widow; and the two children. The 
question then arose who was entitled to 
the income, bequeathed, by the codicil, 
to the son’s wife — B, who was his wife 
at the time the codicil was made and for 
some time after the death of the testator, 
or C, who was A’s wife at the time of 
his death? The Supreme Court of New 
South Wales held that B, A’s divorced 
wife, took the life estate after A’s death, 
and that after her death the corpus was 
to go to A’s two children in equal shares. 
From this decision C appealed unsuccess- 
fully to the High Court. 

In his judgment, which was concurred 
in by Kitto and Windeyer, J. J., the Chief 
Justice said that the words “his wife” 
were to be construed as at the date when 
the codicil was made, rather than as 
meaning whatever wife A might leave as 
his widow. The circumstances showed 
that when he made the codicil he had 
A’s then present wife in mind and was 
referring to her and to no one else. There 
is, his Honour added, a “presumptive 
interpretation” of a reference by a 
testator in his will to the “wife” of 
another person. In the absence of a 
context giving some guidance, the expres- 
sion is to be read as referring to the wife 
whom the testator knew — that is, the 
wife at the time the testator made his 
will or codicil. The surrounding circum- 
stances all went to support this “presump- 
tive interpretation”, with the result that 
the appeal was dismissed. 
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Recent Legal Decisions 





By L. C. VOUMARD, B.A., LL.B. 


Remuneration of Trustee in Bankruptcy 


Under Section 133 of the Bank- 
ruptcy Act (Commonwealth), where 
the creditors of a bankrupt estate 
appoint any person other than the 
Official Receiver to be trustee of the 
estate, the remuneration (if any) of 
the trustee may be fixed either by 
the creditors or the committee of 
inspection, and if not so fixed the 
court may, on the application of 
the trustee, fix the remuneration. 


The question for the High Court in 
Re Jones Dec’d.; Mayne v. Jaques (1960) 
A.L.R. 289 was whether the executrix 
of a deceased trustee could obtain for 
the estate such remuneration as should 
be fixed by the Court, no remuneration 
having been fixed prior to the death of 
the trustee. 


M had been appointed, and had acted 
as, trustee of a bankrupt estate. No one 
had intended that his trusteeship should 
be gratuitous, but no steps had been taken 
during his lifetime to fix his remunera- 
tion. He died after having done consider- 
able work as trustee of the estate, and 
his executrix subsequently asked the 
Bankruptcy Court to fix the remunera- 
tion to be paid out of the bankrupt 
estate in respect of the deceased’s trustee- 
ship. 

The Bankruptcy Court refused her 
application on the ground that the right 
of a trustee to apply to the court for the 
fixing of his remuneration was a right 
personal to the trustee, which did not 
extend to his executrix. But on appeal 
the High Court, by a majority of four 
to one, held otherwise. 


Section 133 (7) of the Bankruptcy Act 
does not do more than confer a purely 
personal right on the trustee to apply for 
the fixing of his remuneration — that is, 
to ask the court to exercise some discre- 
tion in his favour. It provides, instead, 


for the manner in which the remuneration 
to which the trustee is entitled is to be 
determined. The Act itself assumes that, 
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except where he has agreed to act 
gratuitously, a trustee in bankruptcy has 
a right to be remunerated, and Section 
133 only deals with the fixing of the 
amount. Since, therefore, the Bank- 
ruptcy Court did have power to fix the 
remuneration of the deceased trustee on 
the application of his executrix, the matter 
was remitted to that court accordingly. 


Onus of Proof in Bailment 


In Fankhauser v. Mark Dykes 
Pty. Ltd. (1960) V.R. 376 the Vic- 
torian Supreme Court was concerned 
with the question of onus of proof 
as between bailor and bailee in the 
following circumstances. 


Under a contract of bailment between 
the parties the bailee, as the court found, 
undertook, for reward, to receive a 
quantity of peas owned by the bailor 
into his cool store and to store them 
under refrigeration in accordance with 
the normal method of operating such a 
place, and to re-deliver them to the bailor 
at the store the following day, in such 
good condition as would be consistent 
with proper storage. 

At the conclusion of the storage period 
the peas were hot and in poor condition, 
and the bailor therefore claimed damages 
from the bailee for loss suffered as a 
result of the deterioration of the goods. 
The trial judge awarded him damages, 
and the bailee appealed to the Full Court. 

One of the grounds of appeal concerned 
the question whether, if the contract was 
one for more than mere cool storage — 
that is, a contract to do work — the onus 
of proving failure to use care and skill 
in cooling the peas lay on the plaintiff 
bailor, or whether the normal rules as 
regards bailments applied, whereby the 
onus of proving that the loss of or damage 
to the goods was not due to any fault on 
the bailee’s part rested on the bailee. 

The Full Court took the view that the 
contract was one of bailment for reward 
by which the bailee impliedly agreed to 
be liable for loss due to lack of reason- 
able care and skill in the operation of 
the plant and the custody of the peas, 
and that since the bailor had proved both 
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the contract and its breach — in this case 
by the fact that the peas when re-delivered 
were in a worse condition than that in 
which the contract contemplated that they 
should be re-delivered — then it was for 
the defendant bailee to show that the 
damage was not due to any neglect on 
his part. 

In other words, a bailee seeking to 
escape liability in such circumstances is 
saddled with the onus of proving that he 
did exercise reasonable care. If, on the 
other hand, the contract had included a 
further undertaking by the bailee to 
execute work on the goods, and the bailor 
had complained that the goods had been 
damaged by the bailee’s negligent execu- 
tion of that work, then the onus of estab- 
lishing negligence would have lain on 
him. However, the court did not regard 
the contract here in question as falling 
within this latter category, so that the 
onus of proving that he had exercised 
reasonable care of the peas rested on the 
bailee. And since the bailee was unable 
to discharge this onus, at least as regards 
part of the goods, the bailor was entitled 
to damages, although of a lesser amount 
than that originally awarded by the trial 
judge. 


Mistake as to Identity 


The familiar question — which of 
two innocent parties is to suffer for 
the wrongful acts of a rogue? — has 
again been before the courts, this 
time the English Court of Appeal, 
in Ingram & Ors v. Little (1960) 
3 W.L.R. 504. 


The plaintiffs owned a car which 
they advertised for sale. They were 
approached by a man who was, as events 
showed, a rogue. He introduced himself 
as H, without giving any initials or 
Christian names, and offered to buy the 
car. When he took out his cheque book 
to give a cheque in payment, the plaintiffs 
said that they would not take a cheque; 
that they wanted cash, and that, the 
proposed sale was cancelled. Thereupon 
the rogue announced that he was 
P.G.M.H. (giving, for the first time, his 
initials) and that he was a reputable 
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business man, residing in one place and 
having business interests in another. 


One of the plaintiffs then paid a 
hurried visit to the local post office and 
consulted a directory, from which she 
ascertained that a P.G.M.H. did reside 
at the address given by the rogue. 
Apparently satisfied with this verification, 
the plaintiffs then let the rogue have the 
car in exchange for his cheque, and he 
drove it away. It was not long, of course, 
before the cheque was dishonoured, and 
it was then discovered that the rogue had 
nothing at all to do with the real 
P.G.M.H. The rogue could not be 
traced, but it was ascertained that in the 
meantime the car had been sold (by the 
rogue, as the trial judge found) to the 
defendant, who had bought it in good 
faith. 


Thereupon the plaintiffs claimed the 
return of the car from the defendant. or 
alternatively damages for its conversion, 
on the basis that because of their mistake 
as to the identity of the other party there 
never was any contract between them and 
the rogue, so that the pronerty in the 
car had never been divested from them. 


The defendant, on the other hand, 
claimed that there was a contract between 
the plaintiffs and the rogue, and that, 
although that contract was voidable at 
the plaintiffs’ option (because of the 
rogue’s misrepresentation), the rogue’s 
title to the car, though voidable, had not 
been avoided at the time he disposed of 
the car to the defendant, and that the 
defendant thereby, and by virtue of 
Section 23 of the Sale of Goods Act 
(whereby a seller with a voidable title is 
enabled to pass a good title to a buyer 
who buys in good faith and without notice 
of the seller’s defect of title — a provision 
which has its counterpart in local legisla- 
tion), obtained a good title. 


The question was, therefore, whether 
the apparent contract between the plain- 
tiffs and the rogue was a nullity because 
of the plaintiffs’ mistake, or whether it 
was merely voidable on the ground of 
fraud. If the former, the plaintiffs were 
entitled to judgment; if the latter, the 
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defendant was entitled to judgment. The 
trial judge held that the plaintiffs’ mistake 
as to identity of the other party prevented 
the formation of a contract with the 
rogue, and gave judgment for the plain- 
tiffs. On appeal, the Court of Appeal 
(with Devlin, L. J. dissenting) affirmed 
this decision. 


The majority of the Court of Appeal 
was able to distinguish the somewhat 
similar case of Phillips v. Brooks (1919) 
2 K.B. 243 on its facts — on the basis 
that the rogue there was merely a 
“customer” with whom, irrespective of 
his identity, the jeweller intended to deal. 
And having done that, they took the view 
that in cases where, as here, a person 
who is physically present and is negotiat- 
ing to buy a chattel, has fraudulently 
assumed the identity of another existing 
person, the test to determine to whom 
the offer is addressed is, in what sense 
ought the promisee to have interpreted 
the promise? (This is an objective test). 
In applying that test they treated the 
plaintiffs as offeror, and concluded that 
their offer to sell was made solely to the 
real P.G.M.H. Since, as the rogue must 
have known, the offer was not therefore 
addressed to him, he could not accept it, 
so there could be no contract between 
the plaintiffs and him. That is, the 
plaintiffs’ mistake prevented the forma- 
tion of any contract with the rogue. 


But Devlin, L. J., took a contrary view. 
He held taat there was nothing in the 
circumstances to rebut the ordinary 
presumption that the plaintiffs were 
addressing an acceptance to the person 
with whom they were speaking, so that 
in form there was a _ correspondence 
between olfer and acceptance. Conse- 
quently the rogue’s identity was im- 
material. What was material was his 
credit-worthiness; it was that with which 
the plaintiffs were concerned, rather than 
his identity. But, he said, credit- 
worthiness in relation to a contract is 
not a basic fact, and a mistake about it 
did not vitiate a contract. However, that 
view did not commend itself to the 
majority. 








NEWS AND NOTES 


AUSTRALIAN SOCIETY OF 
ACCOUNTANTS 


QUEENSLAND 


Visit by Australian President 


An important event in the Queensland 
Division’s programme was the visit to Brisbane 
on 9 September of the President of the Society, 
Mr. W. P. Henson. He was guest of honour 
at a buffet luncheon at the Carlton Hotel 
where he met members of the Divisional 
Council, and representatives of the Queensland 
State Government including the Treasurer, the 
Hon. T. A. Hiley, M.L.A., and the Attorney 
General, Mr. A. W. Munro, M.L.A. The 
luncheon was also attended by representatives 
of the legal profession and commercial and 
educational bodies in Queensland. 

On Friday evening, Mr. Henson presented 
certificates to new members at the Winter- 
garden Room, Lennons Hotel. The function 
took the form of a social evening for members 
and their wives and 130 were present. During 
the evening tribute was paid to Mr. J. H. 
Devitt for his long and valued service to the 
Society and antecedent bodies. The evening 
concluded with supper and dancing. 

Mr. Henson’s visit was widely reported in 
the press and he appeared in a television inter- 
view on the evening of his arrival. 


Members’ Lectures 


The August activity for members took the 
form of a lecture and demonstration of the 
procedure before a meeting of a Taxation 
Board of Review. 

Mr. H. H. Antcliff, F.A.S.A., who recently 
retired as a member of the Taxation Board of 
Review No. 3, delivered the address and was 
assisted in demonstrating various points by 
Mr. E. W. Heindorff, F.A.S.A., a member of 
the Divisional Council. The subject was one 
of considerable interest to both practising and 
commercial accountants. Among the matters 
considered were the method of bringing an 
objection before the Board of Review, the 
various steps to be taken in presenting the 
case on behalf of the client and the respon- 
sibilities of the advocates for the client and 
the Commissioner at a hearing. 

On 13 October, Mr. Ron Vickers, research 
and marketing manager of a large Sydney 





Change of Postal Address 


QUEENSLAND DIVISION 


The new postal address of the Society and 
the Institute in Queensland is G.P.O. Box 
1161 P, Brisbane and the new telephone 
number is 31-1194. 
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advertising agency, spoke to Brisbane members 
on “The Economics of Advertising”. By using 
case studies, Mr. Vickers indicated that adver- 
tising in the right media could substantially 
increase sales and thereby lower unit product 
cost. He also said that advertising was such 
an important part of modern business that it 
was a necessary cost rather than a voluntary 
one. 


Luncheons 

Members’ luncheons were resumed in 
Brisbane on 24 October when Mr. K. Leitch, 
traffic engineer and executive officer of the 
Queensland Traffic Commission, entertained 
members with a talk on “Traffic 1960 to 
1970”. One hundred and twenty-five members 
were present to hear the address on the out- 
look for city motorists in the next ten years 
with traffic difficulties increasing at an accele- 
rated rate. The venue was the Oxley Room, 
Lennons Hotel. It is planned that luncheons 
will become a regular feature of the Society's 
activities in future. 


Golf Day 

A golf day was held for Society members 
late in August at the Peninsular Country Golf 
Club, Clontarf, near Brisbane. While the 
attendance of 25 members was less than 
anticipated, the day proved most enjoyable. 
The trophy for the best score on handicap 
went to Mr. H. F. Trivett. 


Townsville Convention 


The 1960 North Queensland Convention was 
held in Townsville from 23 to 25 September. 
Mr. A. S. Donnelly, State President of the 
Society, travelled from Brisbane to attend. 
Papers were delivered by Mr. R. H. Gough, 
B.Com., F.A.S.A., Queensland manager of 
Thomas Brown & Sons Ltd. and Mr. J. N. 
Macdonald, A.A.S.A., accountant, Ruston 
Hornsby (O'ld.) Pty. Ltd. The 55 members 
who attended the convention enjoyed a 
reception held at the C.W.A. Hall on Friday 
evening with Mr. C. Rains, Townsville Branch 
chairman, presiding. During the evening, 
Associate certificates were presented to Messrs. 
S. C. Brown and J. Feteris by Mr. Donnelly. 
Later, musical items and supper were enjoyed. 

At the first technical session on Saturday 
morning, Mr. Gough spoke on “Problems of 
Liquidity”. On Saturday afternoon, many of 
the visitors were taken on a tour of the city 
by local members. 

On Saturday evening, Mr. P. Haythorpe, 
product promotion manager, Burroughs Ltd., 
gave a talk on “Mechanised Accounting” and 
demonstrated accounting machines. With Mr. 
R. S. Huntington as chairman, the second 
technical session was held on Sunday morning 
when Mr. J. N. Macdonald delivered his paper 
on “Office Management”. 

The convention, which proved to be one 
of the most successful ever held in the North, 
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concluded with a luncheon at the Great 


Northern Hotel on Sunday. 


A branch chairmen’s conference was held 
in conjunction with the Convention. Those 
in attendance were Messrs. C. Rains, chair- 
man, Townsville Branch; C. E. Smith, secre- 
tary, Townsville Branch; G. Hill, Branch 
councillor, Cairns; D. Cormack, Group chair- 
man, Ayr; and C. A. Poole, Group chairman, 
Mackay. Also present were Messrs. A. S. 
Donnelly, State president, and J. N. Mac- 
donald, chairman of the Education Committee 
in Brisbane. 


Personal 

Mr. N. Dempsey, F.A.S.A., was recently 
appointed a member of the Taxation Board 
of Review No. 3 to fill the vacancy caused 
by the retirement of Mr. H. Antcliff, 
F.A.S.A. 

Mr. D. C. Cochrane, F.A.S.A., recently 
purchased the accountancy practice of Mr. 
M. Rohan, A.A.S.A., in Gin Gin which will 
be maintained as a branch of Mr. Cochrane’s 
Bundaberg office. 


SOUTH AUSTRALIA 


Mt. Gambier Convention 


The fourth State convention held at Mount 
Gambier during the week-end 16-18 September 
was attended by 45 members from the city, 
and 23 members of the local branch from 
Mount Gambier and surrounding districts. 

The convention dinner was held at Jens 
Hotel on Friday. Guests included Mr. R. 
F. Ralston, M.P., the member for the district; 
Cr. S. H. Elliott, Mayor of Mt. Gambier; Mr. 
R. C. Kirby, chairman of the District Council; 
Mr. G. Barnfield, representing the Council of 
the Law Society; Mr. D. A. Downs, president 
of the Mt. Gambier Chamber of Commerce; 
and Mr. V. Healey of the S.A. Woods and 
Forests Department. 

The State president, Mr. L. H. Duncan, 
welcomed members and guests to the conven- 
tion, and introduced Mr. Ralston who officially 
opened the convention. Addresses of welcome 
were also delivered by Cr. Elliott, Mayor of 
Mt. Gambier and Mr. W. L. Hobba, chairman 
of the Mt. Gambier Branch Council of the 
Society. The State vice-president, Mr. D. P. 
Williams responded. 

All the technical sessions were held at the 
new premises of Elder, Smith & Co. Ltd., 
who kindly made their air-conditioned land 
sale room available. 

Papers delivered at the convention were:— 
“Lease Finance” by Mr. C. R. Heitman, South 

7h manager, Lease Plan (Inc.) Pty. 

td. 

“The Timber Industry” by Messrs. P. C. Black, 
O. C. Pederick and R. J. Chantrill, members 
of the Mt. Gambier Branch. 

“Some Accounting and Costing Aspects of 

the Timber Industry” by Messrs. A. B. S. 
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Daw and J. G. Griffiths of the Public 
Service Inspector’s Department. 

“The Rights of an Oppressed Minority of 
Shareholders” by Mr. L. C. Voumard, 
Senior Lecturer in Commercial Law at the 
University of Melbourne. 


At the close of the business session on 
Saturday, members and guests were entertained 
at supper by the Divisional Council. The 
Council is indebted to all who took part in 
the convention, particularly Mr. L. C. 
Voumard who travelled from Melbourne and 
Mr. C. R. Heitman, South Australian manager 
of Lease Plan (Inc.) Pty. Ltd. 


September Luncheon 

The September luncheon was held at the 
South Australian Railways Refreshment Rooms, 
when approximately 100 members heard an 
interesting address on problems in Kenya 
delivered by Dr. John Corbin, F.R.C.S., who 
recently returned from Kenya where he had 
been practising for a number of years. 


Group Activities 


Twenty-one members of the Mechanisation 
Group met on 11 October, when an address 
was given by Mr. W. E. Skinner of the Savings 
Bank of South Australia on “Mechanised Pay- 
Roll Procedures”. This promoted a good 
discussion of the subject. 

Members of the Practising Accountants 
Group were addressed by Mr. L. Barrett on 





APPOINTED SOCIETY’S EDUCATION 
OFFICER 


On 2 November Mr. Brian Wise, B.Com., 
A.A.S.A. (Prov.), took up duty at the Society’s 
head office in Melbourne as education officer. 
Mr. Wise was previously employed as assistant 
to the works secretary of Mary Kathleen 
Uranium Ltd., at Mary Kathleen, Queensland, 
and as an officer of the Victorian Education 
Department. 

The new appointment was made necessary 
by the resignation of Mr. K. A. Middleton, 
B.A., F.A.S.A., F.C.A.A., who has accepted a 
position as head of the Department of Ac- 
countancy of the Singapore Polytechnic. Mr. 
Middleton’s service with Society began in 
June, 1957 when he was appointed account- 
ing research officer. About twelve months 
ago he relinquished that position to become 
education officer. 

On the afternoon of 4 November, members 
of the Society’s head office staff gathered to 
farewell Mr. Middleton. On behalf of those 
present Mr. C. W. Andersen, General Registrar, 
extended best wishes to Mr. Middleton for 
success and happiness in his new environment 
in Singapore and presented him with a Parker 
pencil set as a token of the goodwill and 
esteem in which he is held by his colleagues at 
head office. Mr. Middleton suitably responded. 
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the “Taxation Implications of Lease Finance” 
at a meeting held on 29 September. Twenty- 
five members of the group were present. 
The monthly meeting of the Retail Traders’ 
Group was held on 27 September, when 
members were invited to submit questions on 
insurance to a panel consisting of Messrs. J. 
Mack (Chamber of Manufacturers Insurance 
Ltd.); W. Roden (United Insurance Co. Ltd.); 
and R. Cresswell (Wallace Bruce & Co. Ltd.). 


NEW SOUTH WALES 


Public Accountants’ Registration Board 


The Public Accountants’ Registration Board 
of New South Wales advises that in accord- 
ance with the requirements of the Public 
Accountants’ Registration Act and Regulations 
thereunder, nominations of candidates for 
election as members of the Board were called 
from registered public accountants. The 
closing date for receipt thereof was 5 October, 


The two retiring members, Messrs. O. H. 
Paton and C. R. Kelynack were the only 
persons nominated and accordingly have been 
declared duly elected. They will hold office 
A a period of three years from 1 January, 
1961. 

THE ACCOUNTANTS’ CLUB 
Election of Office-Bearers 

The office-bearers and committee of The 
Accountants Club, 128 Pitt Street, Sydney, 
for the ensuing year are as _ follows:— 
President: Mr. S. R. Brown; vice-president: 
Mr. T. E. Daniel; hon. treasurer: Mr. R 
Fleck. Committee: Messrs. V. H. Ardron, 
A. Beasley, E. E. Fortescue, J. R. Gates, A 
D. McGee, B. F: McInerney, O. H. Paton, 
S. J. Sutton. 

CANBERRA BRANCH 
“New Guinea, 1960” 

On 8 September, members of the Canberra 
Branch assembled at the Hotel Ainslie-Rex 
to hear a most interesting address by a 
member of the Branch, Mr. L. J. Trebilco, 
A.A\S.A., entitled “New Guinea, 1960”. The 
Branch chairman, Mr. R. C. West, A.A.S.A., 
who was in charge of the meeting, moved a 
vote of thanks to Mr. Trebilco. At the 
conclusion of the meeting, a buffet meal was 
served. 

NEWCASTLE BRANCH 


On 22 September, the Newcastle members 
were the guests of Burroughs Ltd. for a lecture 
and demonstration of accounting machines. 
Approximately 48 members attended and Mr. 
K. M. Clark, A.A.S.A., delivered a short talk 
on the history of machine accounting after 
which members formed groups each led by 
a demonstrator who lectured on and demon- 
strated a particular machine. The members 


moved from demonstration to demonstration 
thus completing an excellent survey of a wide 
variety of machines. 
the conclusion. 


Supper was served at 
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VICTORIA 


Monthly Luncheon 


On 11 October, the Principal of The Aus- 
tralian Administrative Staff College, Lieut.- 
General Sir Ragnar Garrett, K.B.E., CB, 
spoke to 158 members and guests at The 
Victoria Banquet Hall. 

Sir Ragnar said that the Administrative 
Staff College was established in 1955 on the 
recommendation of a committee set up by 
the Rotary Club of Sydney. The College 
provides a course of studies for senion business 
executives of proved capacity in the principles 
and techniques of organisation and admini- 
stration. 

The Administrative Staff College at Henley- 
on-Thames, England had been taken as a 
model and practices of the Graduate School 
of Business Administration of Harvard Uni- 
versity, U.S.A. had been examined before the 
first course commenced late in 1957. 

The College is financed entirely by contri- 
butions from a growing group of leading 
Australian companies and each course of 
twelve weeks’ duration is attended by 44 
executives who are dividend into four 
syndicates or groups with a member of the 
directing staff in charge of each syndicate. 
The syndicates themselves are so arranged 
that their members will represent a balanced 
cross- -section of the major fields of admini- 
stration in industry and government. As 
much responsibility as possible is thrown on 
individual members of the syndicates which 
undertake a series of assignments and case 
studies. The positions of chairman and secre- 
tary of a syndicate are held by members in 
turn. Each syndicate presents a written report 
on its study to a meeting of the whole College. 

The Commonwealth Banking Corporation 
provides two scholarships in each course to 
assist students who might not otherwise be 
able to attend the College. The chairman, 
Mr. C. K. Davies (State president) thanked 
Sir Ragnar for his address. 


Graduation Function 

Mr. C. K. Davies (State president) presented 
98 certificates of membership to recent 
graduates at a late afternoon function held 
on 21 September in the Victoria Banquet Hall. 
For the first time, The Australasian Institute 
of Cost Accountants participated in the 
function and Mr. D. M. Cronin (State president 
of the Institute) presented sixteen certificates 
of membership to recently qualified members. 
Most of the new members brought friends or 
relations and, in all, 220 people participated 
in the function which concluded with light 


refreshments. As a means of introducing new 
members, this function has become most 
popular. 


Taxation Study Group 


The fourth group within the Division to 
discuss problems encountered in the taxation 
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field was formed at a meeting held on 13 
October, Mr. F. Mattingley, chairman of 
Group No. 1, acting as convenor. Mr. R. 
H. V. Kent of Messrs. Madden, Butler, Elder 
and Graham, solicitors, was elected chairman 
of the group which will meet at 6.30 p.m. in 
the Society’s board room on the second 
Thursday of each month. The group can 
take a few more members and those interested 
in joining are asked to write to the State 
Registrar. Matters to be discussed by the 
group include surrender and assignment of 
leases; withholding tax; plant forming an 
integral part of buildings; Section 26(a) profit 
making schemes; overseas travelling allow- 
ances and superannuation schemes. 


Public Accountants’ Convention 


Arrangements have been made for the first 
public accountants’ convention to be held at 
the Victoria Hotel, Shepparton, during the 
week-end of Friday, April 7 to Sunday, April 
9 1961. The programme will be arranged 
so as to be of interest to public accountants, 
particularly those in the provincial cities. 


GEELONG BRANCH 
Improved Profit Control in Merchandising 

A meeting of the Geelong Branch was held 
on 5 October and was well attended by 
members and students of the Branch. The 
guest speaker was Mr. W. A. Dick, partner 
in charge, Management Advisory Division of 
Messrs. Fuller King & Co., public accountants, 
Melbourne, who took as his subject “Improved 
Profit Control in Merchandising Operations”. 
With the aid of slides, he portrayed the 
methods whereby merchandise management 
accounting can be applied to the operations 
of a large departmental store. Mr. Dick gave 
an able explanation of this new concept of 
accounting in retail business and made a 
strong plea for accountants to make a greater 
contribution to the profit making aspects of 
retail business. In Mr. Dick’s opinion, manu- 
facturers were well served with adequate 
costing facilities and information, but until 
the recent development of merchandise 
management accounting, retail businesses did 
not have equivalent management tools. A 
vote of thanks to Mr. Dick was proposed by 
Mr. J. H. Heinz, deputy chairman of the 
Branch Council. 

Mr. Roy D. Mosman, chairman of the 
Branch Council, presided and after welcoming 
members made mention of the loss suffered 
by the Branch through the recent and untimely 
death of Mr. John H. Poynton who had 
always participated keenly in the activities of 
the Geelong Branch. 

The next meeting of the Branch will be on 
Friday, November 25, when a function will 
be conducted in conjunction with the Ballarat 
Chapter of the Chartered Institute of Secre- 
laries. The subject for the evening will be 
the dramatised presentation of “Company 


The Australian Accountant, November, 1960. 


Take-Overs” by the Melbourne Research 


Group of the Institute. 


Personal 

The practices of Messrs. V. G. H. Harrison 
& Co., T. & G. Building, 147 Collins Street, 
Melbourne, and Messrs. David Fell & Co., 
Collins House, 360 Collins Street, Melbourne, 
have amalgamated. The partners of the 
combined firms, who will continue to practise 
under the existing firm names, are Messrs. V. 
G. H. Harrison, K. V. Harrison, F. Grassick, 
P. E. Holmes, N. F. Gerrard, K. B. Holder, 
L. N. Jupp and R. W. Ellis. 

Mr. Ian Beresford Tate, A.A.S.A., has been 
appointed accountant to Monash University. 


TASMANIA 


Series of Public Lectures 


“Operation Research”, a subject creating 
considerable interest in accounting circles at 
present, was the topic for three public lectures 
given to members of the Society in Tasmania 
during September by Mr. W. A. Dick, 
B.Com., A.A.S.A., A.C.A.A., partner in charge, 
Management Advisory Division, Messrs. Fuller 
King & Co., Melbourne. The lectures were 
delivered to large audiences in Hobart (26 
September) Launceston (28 September) and 
Burnie (22 September). 


Northern Branch 


On 13 September, the Northern Branch 
Council arranged a lecture by Mr. Gordon 
R. Bruns, assistant chief economist of the Aus- 
tralia and New Zealand Bank Limited in 
Australia, at the Gas Company's theatrette. 
The lecture was on the subject “Central Bank 
Credit Control” and was delivered to an attend- 
ance of 60. The lecturer’s remarks prompted 
many questions from those present in the 
discussion period. 


WESTERN AUSTRALIA 


Personal 

Mr. E. F. _ Dorking-Clark, F.A.S.A., 
A.C.A.A., has resigned as_ secretary of 
Westralian Oil Co. Ltd. to become secretary 
of Home Building Society (Inc.). 





Change of Address 


WESTERN AUSTRALIAN DIVISION 


The office of the Western Australian Division 
of the Australian Society of Accountants is 
now situated at Atlas Building, 8 Esplanade, 
Perth. The Division’s new telephone number 
is 23-1177. 








Mr. W. N. Morrison, F.A.S.A., has been 
elected president, and Mr. F. G. Stone, 
F.A.S.A., vice-president of the W.A. Tax- 
payer’s "Association. Mr. Morrison, vice- 
president of the W.A. Employers’ Federation, 
is acting as president during the absence of 
the president in U.S.A. 


Mr. John C. Hanson, A.A.S.A., has recom- 
menced public practice at Cecil Buildings, 
Sherwood Court, Perth. 


+ 


AUSTRALIAN ACCOUNTANTS’ 
STUDENTS’ SOCIETY 


QUEENSLAND 


Lecture on Finance 


Mr. Roger Gordon, assistant manager for 
Queensland of the Reserve Bank of Australia, 
gave an address to members of the Students’ 
Society on 15 September. His subject was 
“The Function of Money and Overseas 
Reserves” and he dealt with it under the 
following headings:— Kinds of money, social 
functions of money, bank credit and credit 
control in Australia, and methods of credit 
control. The lecture was well-attended and 
proved of particular value to candidates 
studying the subject of Monetary Theory and 
Practice. 


Examination Trial 

An activity of great value to students was 
organised during October by the Students’ 
Society committee. It took the form of a 
trial examination and 25 students took part 
under the supervision of Messrs. R. W. 
Smalley and K. S. Webb, the Council’s repre- 
sentatives on the Students’ committee. The 
purpose was to familiarise candidates with 
examination conditions in preparation for the 
Society’s October examination series. During 
the examination, candidates worked past papers 
and later marked each other’s papers from 
the model answers supplied. This is the first 
time such an activity had been arranged in 
Queensland but from the obvious benefits 
derived by the candidates who participated, 
this is likely to be the forerunner of other 
such trials. 


NEW SOUTH WALES 


Recent Activities 

The subject of the lecture held early in 
October was “Hire Purchase Accounting” and 
the lecturer was Mr. M. Mayers, A.A.S.A., 
A.C.A.A., of the teaching staff of the Sydney 
Technical College. The elements of the subject 
were explained and then two examination 
questions set in May, 1960 and May, 1959 
respectively were worked through in detail 
with the alternative methods of accounting 
indicated. The students attending the lecture 
were well served by Mr. Mayers’ replies to 
the many questions submitted. 
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The response to the invitation to inspect the 
plant of John Fairfax & Sons Pty. Ltd., was 
so great that the visit had to spread over two 
nights with the maximum of 60 attending on 
each occasion. 

Mr. T. A. Harris, welfare officer of John 
Fairfax and Sons Pty. Ltd., received the first 
students on 2 November at the company’s new 
premises in Ultimo. The party was split into 
several groups and each was escorted by an 
officer of the company. The tour commenced 
with the photographic section in which nearly 
100 photographers had individual darkrooms 
for the speedy processing of negatives. Block- 
making was also carried out on the same floor, 
the equipment for this process being largely 
automatic. The extent of the editorial floor 
and the vast reference library gave some 
indication of the effort required to produce a 
large daily paper. During the visit the lino- 
types were setting the final news matter for 
the next morning’s paper and the composing 
section was assembling the type for transfer 
to the huge printing presses. The cost of the 
paper required for a Saturday edition of 80 
pages is more than the charge made for the 
complete paper and the total cost of production 
is several times this amount. The general 
impression was that organisation and timing 
had been brought to a high state of perfection 
for the daily task of producing a newspaper. 


— ~¢—— 


THE AUSTRALASIAN INSTITUTE 
OF COST ACCOUNTANTS 


QUEENSLAND 


Members’ Luncheon 


Mr. Frank Claffey, F.C.A.A., secretary of 
the John Mcllwraith group of companies spoke 
on the benefits of direct costing at the 
October luncheon. He said that one member 
of the Mcllwraith group of companies, the 
Cistern Manufacturing Company, had recently 
adopted a direct costing system and, as a 
result, the benefits included more effective 
control of costs giving a greater sales potential 
and the clearer understanding of costs by 
management. Mr. Claffey also discussed the 
taxation implications of stock valuation under 
direct costing. 


September Luncheon 


The subject at this luncheon was “The Use 
of Sampling Techniques for Estimation of 
Stocks”. Mr. R. Palmer, B.Sc., B.Ec., 
senior lecturer in Economic Statistics at the 
University of Queensland, illustrated ways m 
which sampling techniques may be used for 
the estimation of stock for balance sheet 
purposes, with considerable savings in clerical 
labour. Mr. Palmer gave examples of how 
the correct use of sampling methods could in 
many cases give a more correct result than 
that achieved by an actual physical count. 
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Evening Meeting 

Mr. Walter Scott, an international authority 
on business management, recently addressed 
members of the Institute and the Society on 
the subject, “The National Stake in Cost 
Reduction”. Mr. Scott spoke on the need for 
lower cost of production at a national level 
as dictated by current and anticipated future 
world trade conditions and the increasing part 
being played by scientific methods in commerce 
and industry. The address was followed by a 
discussion and question period. 


Divisional Council 

Mr. A. K. Lavis, A.A.S.A., A.C.A.A., was 
recently elected a member of the Divisional 
Council to fill the vacancy caused by. the 
transfer to New South Wales of Mr. N. F. 
Morris. Mr. Lavis has been a member of the 
Education Committee for some time. He is 
a partner in the accounting firm of Messrs. 
Peden, Lavis and Co. 


NEW SOUTH WALES 


Convention at Leura 

The second convention organised by the 
New South Wales Division was held at Leura 
in the Blue Mountains on October 7, 8 and 
9. The subject arranged for discussion at 
the convention, “Direct Costing”, proved of 
absorbing, if contentious, interest for the 81 
members and friends who attended. 

The convention was declared open by the 
Mayor of the City of Blue Mountains, Alder- 
man L. Corne, at the convention dinner held 
on Friday evening. The Mayor was introduced 
by Mr. K. S. Fleming, A.A.S.A., F.C.A.A., 
president of the New South Wales Divisional 
Council. 

Delegates gathered in the hotel ballroom 
on Saturday morning when Mr. H. L. Thomas, 
A.A.S.A., F.C.A.A., delivered the first address: 
“A Critical Examination of Direct Costing”. 
He emphasised the difficulties associated with 
conversion to direct costing and the problems 
found in practice. Following the adjourn- 
ment for morning tea, Associate Professor 
W. J. Stewart, B.A., B.Com., A.A\S.A., 
expounded “The Case for Direct Costing” and 
presented arguments in favour of its use. 

Convention members relaxed on Saturday 
afternoon, playing golf, bowls and _ tennis, 
while some motored to a few of the many 
scenic viewpoints in the Blue Mountains area. 

On Sunday morning, Mr. D. R. Rickard, 
A.A.S.A., presented a paper entitled “A 
Practical Application of Direct Costing’, ably 
supported by many excellent charts and 
graphs. 

The convention split into groups for final 
discussion and, in reporting back, it was 
agreed that, while many favoured direct cost- 
ing, others felt the method would cause undue 
difficulties. 





1960. 
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Mr. Douglas G. McDougall, a former Lord 
Mayor of Newcastle, in formally declaring 
the convention closed, thanked members of 
the convention committee for the untiring 
efforts they had made in organising such a 
pleasant opportunity for discussion. Everyone 
present joined in this tribute to the success 
of the convention, and the convention com- 
mittee, and the members of the activities 
committee, who gave valuable support, merit 
members’ congratulations. Thanks were 
accorded also to Mr. N. T. Corvisy (a N.S.W. 
councillor) who arranged the printing of the 
addresses, programme and papers. 


Christmas Party 

The annual Christmas function for N.S.W. 
members will again be held at the Trocadero, 
George Street, Sydney on 5 December. An 
entertaining programme has been arranged 
and a large attendance of members is 
anticipated. 


SOUTH AUSTRALIA 


“Incentives” Discussion 


The September activity took the form of a 
talk on “Incentives” by a panel consisting of 
Messrs. J. Dunkley (chairman) of Messrs. 
Robson, Morrow and Nixon; D. Martin of 
Personnel Administration Pty. Ltd.; E. White 
of the Department of Labour and National 
Service; and R. F. Pascoe, treasurer of 
Kelvinator Australia Limited. The views of 
the members of the panel and the discussion 
which followed were of great benefit to all 
who attended. 


Christmas Sundowner 


Members are reminded that the Christmas 
Sundowner will be heid at the Hotel Rundle 
on 16 December at 4.30 p.m. Notice of this 
function will be given to members early in 
December. 


VICTORIA 
Recent Activities 


On 21 September, a well-attended function 
was held in the Banquet Hall at The Victoria 
Limited for the purpose of conferring certi- 
ficates on members who had _ successfully 
completed the Institute’s examination. 

A_thought-provoking lecture on “Functions 
of the Controller in the U.S.A.” was given 
by Mr. E. H. Niemann, partner of Messrs. 
W. Kirkhope & Co., public accountants, at the 
Bankers’ Institute Auditorium on 18 October. 

On 26 October, a combined meeting of 
members of the Institute and the work study 
section of the Australian Institute of Manage- 
ment, was held. At the meeting a lecture 
was delivered by Mr. K. L. Wells, Victorian 
branch manager, Time Systems Division, 
I.B.M. Australia Pty. Ltd., and this provided 
material for animated discussion by members 
of the audience. 
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President’s Lecture 

Members are reminded that this function 
will be held at 6.30 p.m. on Tuesday, 22 
November, at the general meeting room, 
Chamber of Manufactures. The Australian 
president, Mr. A. F. J. Sutherland, will speak 
on the subject “The Accountant and Profit 
Making”. 


Membership 

Membership continues to grow and during 
the month a further nine new members were 
admitted, making a total in the Victorian 
Division of 1,020. 


Christmas Luncheon 

This function will be held at The Victoria 
Limited on Friday, 9 December, and arrange- 
ments are in hand for a leading sporting 
identity to give an address. 


Vacancy on Divisional Council 

Due to pressure of business, Mr. R. L. 
Rowe tendered his resignation as a member 
of the Divisional Council. The resignation 
was accepted with regret. Mr. W. L. Dick, 
secretary and assistant general manager, 
Malcolm Moore Industries Ltd., was appointed 
to fill the vacancy. 


Activities Committee 

Messrs. Clyde Dickens, manager, I.D.P. 
Department, Felt & Textiles of Australia Ltd., 
Ron Hobbs, assistant general manager, Sigma 
Ltd., and Don McLeod, secretary, Federal 
Woollen Mills Ltd., have been appointed to 
the Activities Committee. 


Tasmanian Activities 
At the invitation of the Australian Society 
of Accountants, Mr. Des. Cronin, Victorian 





N.S.W. LAND TAX 


The Commissioner of Land Tax advises that 
the position of holders of units in the First 
Security Land Trust in regard to liability to 
Land Tax, has been under consideration. 

Examination of the Trust Deed and other 
information supplied on behalf of Security 
Units Pty. Limited indicates that although 
unit holders in this Trust are equitable owners 
of undivided interests in the lands owned by 
the Trust, in accordance with the provisions 
of Section 25 of the Land Tax Management 
Act, 1956-1960, they cannot be assessed as 
joint owners of the lands owned by the Trust 
in accordance with the provisions of Section 
27 of that Act. 

The unit holders therefore are not liable 
as secondary taxpayers for Land Tax in regard 
to their interests in the Trust abovementioned. 

It is pointed out that this decision applies 
only to the Trust mentioned, and any deter- 
mination in regard to any future Trusts must 
be based on the terms of the appropriate Trust 
Deed and the conditions governing the Trust. 





612 


and Tasmanian State president of the Institute, 
visited Tasmania as part of the plan of the 
Cost Institute to explain to the industrial 
leaders the post graduate study requirements 
demanded of the cost accountant and the need 
for further training of accountants in the field 
of management accounting. 

Mr. Cronin visited Burnie, Launceston and 
Hobart and in each centre addressed local 
members of the Institute and the Society. 


WESTERN AUSTRALIA 


Industrial Visit 

The September function of the Research and 
Study Group took the form of a visit to the 
factory of Pope Engineering W.A. Pty. Ltd., 
on 22 September. After being shown over the 
factory, Mr. D. Frearson, A.A.S.A., A.C.A.A., 
and Mr. M. Chadwick, A.A.S.A., A.C.A.A., 
explained the application of costing theory to 
practical problems. About fifty members and 
students attended. 


— -— 


BOOK REVIEW 


Auditing Principles: W. B. Jencks. (McGraw- 
Hill Book Company, Inc.) New York, 1960. 
pp. 513 plus index. $8.50. 


This is a well-constructed and easily under- 
stood book, designed as a text book for 
accountancy students. After an introductory 
chapter dealing briefly with the functions, 
qualifications and responsibilities of the auditor, 
the author, in subsequent chapters, follows the 
procedures of auditing from the preliminary 
discussions with the client, consideration of 
internal control and preparation of an audit 
programme through the auditing of records 
of original entry, the several categories of 
assets, liabilities and proprietorship and their 
related revenue and cost aspects, to the 
preparation of the final financial statements 
and the auditor’s report, both short form and 
long form. 

Many interesting practical points are intro- 
duced naturally into a clear and competent 
discussion of the phases covered, and numerous 
exhibits illustrate adequately many of those 
details which are often insufficiently indicated 
in many other books on auditing. 

For the Australian student who is familiar 
with the background of accounting practices 
in the U.S.A. and is well aware of the ways 
in which these differ from Australian practices, 
this could be a stimulating and useful supple- 
mentary book to his own local text material. 
Teachers who are faced with the problem of 
imparting to their students some knowledge 
of auditing will find this volume useful mm 
many ways. 

LG. 
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PROFESSIONAL NOTICES 


Rate per line 5/-; 


ACCOUNTANCY — Advanced intermediate 
or near- -qualified clerk required for chartered 
accountants’ office. Interesting work in all 
accountancy fields including taxation, secre- 
tarial and estate planning. Good prospects 
for suitable person. The district is sound, 
pleasant for living and convenient to Sydney 
and South Coast. Handwritten application 
should be addressed to— Rossell Gillespie 
Payne & Co., Moss Vale, N.S.W. 


BANK OFFICER, aged 37 with 21 years’ 
banking wishes to enter public accounting in 
good-sized Queensland coastal town — prefer- 
ences Brisbane, Rockhampton or Townsville. 
View admission to partnership after training 
period. Capital available. Qualifications 
A.A.S.A., A.B.LA. Capable and energetic. 
Replies to No. 704, c/- Australian Society of 
Accountants, G.P.O. Box 1161 P, Brisbane. 


ASSOCIATE, experienced company secre- 
tary-accountant, has time available to assist 
practitioners, books, tax, share work. Reply 
No. 709, c/- Australian Society of Account- 
ants, 37 Queen Street, Melbourne. 


PRACTICE REQUIRED — Moderate-size 
Sydney suburban practice required. Replies 
in confidence to No. 703, c/- Australian 
Society of Accountants, 5 Bligh Street, 
Sydney. 


NEWCASTLE PRACTICE REQUIRED — 
Registered accountant is desirous of purchasing 
moderate size Newcastle practice. Satisfactory 
bank and personal references available. Replies 
in confidence to Box 45, P.O., Belmont, N.S.W. 


ACCOUNTANT — Firm of chartered ac- 
countants in Melbourne has a position for a 
senior qualified accountant in expanding 
practice. Salary £1,500- £2,000 per annum 
depending upon qualifications and experience. 
Work includes audits of large public company 
groups and smaller concerns, general account- 
ing, company secretarial practice, estate plan- 
ning and taxation. Excellent prospects for 
improving income and status in the profession. 
Definite possibility of partnership subject to 
mutual suitability and capacity of the success- 
ful applicant to handle clients, organize work 
and control staff. Reply, 7" s age, qualifica- 
tions and experience to No. 706, c/- Australian 
Society of Accountants, 37 Queen Street, 
Melbourne. 


SEARCHES, lodging and all other matters 
at Companies’ and Business Name Branches 
attended to. Company Services (Vic.) (John 
Lloyd, ex-Deputy Registrar General and 
Assistant Registrar of Companies), 443 Little 
Collins Street, Melbourne. Tel. 67-3861. 
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minimum per insertion 15/- 


TRANS AUSTRALIA AIRLINES 
require the following staff: 

1. AUDIT INSPECTOR — Qualified or 

near qualified accountant. 
2. AUDIT CLERK—Accountancy student. 

Location Melbourne with occasional inter- 
state visits. These very interesting positions 
in our audit division offer security as well 
as opportunity for young men of good 
education and appearance who desire train- 
ing in modern internal auditing methods 
and the chance to learn something of Aus- 
tralia. 

Good salaries according to experience and 
qualifications. 
Excellent conditions include: 

Superannuation, Long Service Leave, 
Concessional Travel. 

Written applications in confidence to: 
Staff Manager, T.A.A., 339 Swanston Street, 

Melbourne 


ACCOUNTANTS 
Age Group 24-30 

Applications are invited from qualified 
accountants for the position of accountant with 
Strata Development Corporation Limited whose 
activities cover real estate, building projects, 
investments and hire purchase. 

The company is a new organization registered 
on the Stock Exchange and has its headquarters 
at Wollongong, New South Wales. 

It is expected that the successful applicant 
will be studying to obtain secretarial qualifica- 
tions as the position of assistant secretary will 
be available after a qualifying period. 

Commencing salary will be at the rate of 
£1,560 per annum and will be reviewed within 
six months of appointment. 

Applications, which should set out full details 
of personal and business history, should be 
addressed to — 

Strata Development Corporation Limited, 

P.O. Box 135, Wollongong, N.S.W. 


TWO INTERMEDIATE STUDENTS 
required for expanding chartered accountants’ 
office with a staff of twelve. Duties will be 
interesting and cover all phases of the pro- 
fession. When qualified the successful applic- 
ants will have the opportunity of being admitted 
into partnership. Applications in writing to 
L., Cox & Co., P.O. Box 65, Traralgon, 
Victoria. 


FINAL ACCOUNTANCY STUDENT ex- 
perienced in all phases of general accounting 
and particularly mining, wishes interesting 
position preferably in Victorian country town. 
Reply No. 705, c/- Australian Society of 
Accountants, 37 Queen Street, Melbourne. 


The Australian Accountant, November, 1960. 





pol 
incr 


furr 
roa 


Juni 
and 








dire, 


The 


















PURCHASE — Fellow, B.Com., F.C.LS., 
experienced taxation and managerial account- 
ing and preparing establish own office wishes 
negotiate for purchase as from 1/7/61 groups 
of clients or small practice Manly—Avalon— 
St. Ives area. Also prepared act city practi- 
tioners with clients that area. Reply No. 707, 
c/- Australian Society of Accountants, 5 Bligh 
Street, Sydney. 


FOR SALE — Well-established accountancy 
and taxation practice in large town within 80 
miles of Sydney. Gross fees approximately 
£7,000. Reply No. 708, c/- Australian Society 
of Accountants, 5 Bligh Street, Sydney. 


ACCOUNTANT and senior lady assistant 
have time available for assistance to other 
practitioners. Specialists in pastoral tax work 
and prepared to travel to any part of New 
South Wales, as required, own _ transport. 
Box 2932, G.P.O., Sydney. 


SYDNEY BUSINESS COLLEGE teaching 
all commercial subjects, coaching etc. Estab- 
lished 40 years—owners wish to retire — 
sound proposition. For appointment, reply to 
No. 710, c/- Australian Society of Account- 
ants, 5 Bligh Street, Sydney. 


TAXATION —J. A. L. Gunn & Partners 
seek application from qualified accountants who 
have specialised in taxation since graduation, 
have the ability to do opinion and consulting 
work, and who are keen to make this field their 
career. This position commands an excellent 
salary. Application (which will be treated in 
strict confidence) giving full details of experi- 
ence, qualifications, education and salary 
expected, should be addressed to “Taxation 
Consultant”, J. A. L. Gunn & Partners, 8 Bond 
Street, Sydney. 


PRACTICE FOR SALE—Accountancy and 


taxation practice in western town. Modern 
office and equipment. Gross fees £3,500- 
£4,000. Expanding. Reply to Box 262, 


Wollongong, N.S.W. 


FOR SALE 

Old _established general accountancy 
practice in progressive large town in metro- 
politan area, with good nett income and 
Increasing business. 

Spacious well-equipped office, carpeted and 
furnished, with all plant. Prominent main 
road position. 

Staff required: Principal, 1 Senior and 1 
Junior Clerk, 1 Secretary-Typiste. Gross Fees 
and Insurance Commissions £7,000. 

Net profit £3,000 per year. Price £5,000. 
Owner selling as he has city practice and 
directorship commitments. 

For further details apply 
Castle (Paul White & Co.) Estates, 
295 Old Northern Rd., Castle Hill, 
New South Wales. 
Phone YA 2415, YA 2392. 
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ACCOUNTING MACHINE 
FOR SALE 


Mercedes “SALDO” 18” Carriage 
4 totes, nearly new 


Contact 


KAINES, HEARNES & KAINES 
ACCOUNTANTS 


422 Collins St., Melbourne — MU 1873 








Agents throughout Commonwealth and New 
Zealand. Also in London and New York. 


Cable & Telegraphic Address: 
“JEFFSTOCK"”, MELB. 


Eric R. Jeffery & Son 


Members of the Stock Exchange of Melbourne 
STOCK EXCHANGE BUILDINGS 


422-426 Little Collins Street, Melbourne. C.1 


Telephones: 67-9171 


LISTEN 


to the NEW 
PYROX Magictape Recorder 


Everything sounds superb on the new Pyros 
Magictape recorder... everything ‘plays back’ 
just the way you recorded it. ee the uew 3 
speed 2 speaker Magictape at your favourite musi¢ 
or radio store today ... you'll be surprised that 
se much quality. so much enjoyment, could cost 
so little. 


Check these NEW 

Magictape features 

@ 3 speeds — 1[”, 3%”. 
7)” per sec.—gives 
ae 














te 4 hours play- 
ing time per tape. 

@ Twin speakere—for 
balanced tone. 

e@ Quick reading re- 
cording position in- 
dicater. 

e Fast rewind, fast 
forward. 

@ Separate Bass and 
Treble tone con- 


 PYROX LTD. 





14-36 Queensberry St., Melbourne. FJ 9121 
47-51 Parramatta Rd., Concord, Sydney UJ 026) 
PL3S 
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Announcing . . . 
STUDY AIDS FOR ALL CANDIDATES 


The College has made available for all Candidates the 
services indicated below 


Model Answers have been prepared as follows:— 
Australian Society of Accountants 

The questions with answers as prepared by the College are usually available for dis- 
tribution about four weeks after the examination session closes. The model answers to 
Commercial Law A, Commercial Law B, and Stage 3 Auditing and Business Investigations 
have been prepared for all examinations since October, 1956. The model answers to all 
other subjects have been published for all examinations since April, 1954. 

Students are advised to buy the Model Answers to the subjects for which they still 
must sit so that the answers will be at hand for convenient reference when preparing for 
the more advanced subjects. Separate model answers booklets for each examination session 
- 5/- each, post free, except Income Tax Answers which are 4/- each, are published as 
‘ollows— 


(1) Stage 1 Accounts and Auditing. (5) Income Tax Law and Practice. 
(2) Company Law and Company Accounts. (6) Auditing and Business Investigations. 
(3) Commercial Law ‘A’ and ‘ (7) Advanced Accounts—Part ‘A’. 


(4) Monetary Theory and Practice. (8) Advanced Accounts—Part ‘B’. 


Australasian Institute of Cost Accountants 

The College has published Model Answers to the examination conducted by the 
Institute in May, 1957; October, 1957; May, 1958; October, 1958; May, 1959; October, 
1959; and May, 1960. 

The five papers for each examination session are bound in one set—price 10/- each 


volume, post free. : 
Remittances should accompany orders with exchange added where necessary. 


CORRESPONDENCE STUDENTS 


Students who intend to study by Correspondence may enrol at any time. The non- 
refundable fee payable for correspondence instruction in the technical subjects for the 
three sections of the examinations of the Australian Society of Accountants and the 
Institute of Chartered Accountants in Australia is £90 cash paid at enrolment or £105 by 
extended payments. It has always been our policy to charge a fee which, whilst enabling 
us to give excellent service to our students, will still be within the means of the average 
ambitious student. One of the methods by which the College maintains its efficient service 
at a reasonable fee is to dispense with salesmen and outside representatives whose job it 
would be to persuade students to enrol. Obviously if such were employed the students 
would have to pay higher fees to remunerate the salesmen. We depend upon the enthusiastic 
recommendations of our present and past students to bring new students to the College, 
and this method has proved eminently successful. 


NEW TERM—CLASSES 
The new term for both evening classes and full time day classes beings on 14th 

November, 1960, preparing students for the April-May, 1961, Examinations conducted by 
the following:— 

Australian Society of Accountants. ; 

The Institute of Chartered Accountants in Australia. 
The Institute of Sales Management. 
The Australasian Institute of Cost Accountants. 


Further information relating to our educational service gladly given free 
and without obligation. 


A. E. SPECK Commercial College 


138 FLINDERS STREET, MELBOURNE MF 4648 
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LETTERPRESS THAT SPARKLES 


With the introduction of ‘“‘“SPEEDCOTE”’’, Ballarat Paper Mills have achieved 
another product of distinction in the realm of fine quality utility paper. 

Because of the modern air knife coating process ‘“‘“SPEEDCOTE”’ is ideally 
suited to the clear, sharp high-speed reproduction of both line and colour halftone 
letterpress work. Absence of stretch, plus a clean printing surface, ensure even 
performance in the machine. 

The new Ballarat “‘SPEEDCOTE”’ is eminently suited to reproduce screens of 
up to 133, which makes it ideal for magazines, house journals, booklets, catalogues 
and folders. 


BALLARAT SPEEDCOTE / 


BALLARAT PAPER MILLS PTY. LTD. 


ALLARAT 


Offices at Melbourne, Sydney, Brisbane, Adelaide. Mill at Ballarat, Victoria. 


“BALLARAT” PRODUCTS ARE DISTRIBUTED BY WHOLESALE PAPER MERCHANTS THROUGHOUT AUSTRALIA AND NEW ZEALAND. 
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“Verifax copies cost 
just pennies apiece... 
each is clear and 
permanent like a 
quality letterhead.” 


“Verifax copying 
gives 5 copies 

in a minute... 

saves me hours of 
typing and checking.” 
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Kodak introduces 
the VERIKFAX 


office copying system! 


VERIFAX COPYING GIVES YOU AT LEAST 5 DRY, WHITE, 


PERMANENT COPIES — FROM ANY DOCUMENT — 
IN 60 SECONDS FOR 3.8 PENCE PER COPY. 


In the United States, 

throughout Europe, 

the United Kingdom 
and now in Australia... the VERIFAX 
SYSTEM of office copying is streamlining 
large and small organizations, lifting 
efficiency and accuracy to new peaks, 
saving countless hours by slashing tedious 
copy-typing and checking time by at 
least 95% and, in the process, reducing 
considerably business operating costs. 


Manufactured and backed by Kodak—the 
world’s foremost name in photography 
and copying processes — the Verifax 
Office Copying System is definitely your 
key to greater efficiency, greater accuracy, 
lower operating costs — and, most 
important, for all these necessary benefits, 
your capital outlay for a Verifax System 
is negligible . . . no more than the cost 
of a standard typewriter. And keep in 
mind — a Verifax System does the work 
of many typewriters. 


WHAT IS VERIFAX COPYING ? 

This completely different method offers 
an unmatched combination of advantages, 
establishing it as the only system that 
meets the copying needs of any organ- 
ization — large or small. It is a photo- 
copying process and anyone, after brief 
instruction, can make at least 5 dry, clear 
copies — from any document — in one 
minute working in normal office light. It 
doesn’t matter whether your original is in 
colour, black-and-white, pencil, paint, ink 


or ballpoint . . . single or double-sided . . . 
a Verifax Copier will reproduce it 
clearly, cleanly, accurately. Every copy 
you make will be white and perma- 
nent with the look and feel of a quality 
letterhead. 


Just check these following features and 
see why Verifax is the world’s leading 
Office Copying System . . . why it’s the 
best for you! 


LOW-COST COPYING: Verifax makes 
at least 5 dry, white, permanent copies 
from any original in 60 seconds for 
3.8 pence a copy. 


VERSATILE COPYING: Verifax repro- 
duces documents up to foolscap size: 
letters, office records, news clippings — 
single or double-sided. 


ACCURATE COPYING: Verifax copies 
are photo accurate from letterhead to 
signature, including pencil, paint, ink or 
ballpoint notations. 


PERMANENT COPYING: _ Verifax 
copies keep their clear, clean, white look 
throughout the years . . . are not affected 
by heat or atmospheric changes . . 
easier to read, file. 


WHERE VERIFAX COPYING CAN BE 
USED: Throughout most departments 
in any organization Verifax Copying 
gets the paper-work done faster. . . . in 
Purchasing, Sales, Production, Admin- 
istration, Advertising, Research, Account- 
ing, Shipping and Receiving, Engineering. 


- are 


CONTACT KODAK NOW FOR OBLIGATION-FREE DEMONSTRATION, 


Kodak (Australasia) Pty. Ltd. Branches in all States. 


* Verifax a registered trade-mark. 
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make no mistake * 


COPYSTAT 


COPIES 
BESTI 


%& COPYSTAT is the 100% 
accurate copying machine. No 
checking, nothing missed out—in 
fact, a perfect copy in 45 seconds. 
No other method is as accurate, 
Can you still afford copy typing? 


For full details of COPYSTAT, MIRDI 
and RICOPY copying machines con- 
tact:— 


L. W. BAGLEY -*" 


245 Pacific Highway, North Sydney 
XB 5948 


2 Racecourse Road, North Melbourne 
34 9085 


158 Barry Parade, Brisbane 54 607 
Agents in all States 





SEALED IN 


Keep a CHECK on your CHEQUES : ba COUNTER 
with the | 


CHEQUE SIGNER 


More and more busy Executives now avoid to tedious, 
time-wasting task of signing cheques by hand, because 
SIGN-O-METER does it better, and its signature—which 
is still your signature—is more up-to-date, business-like 
and forgery-proof. SIGN-O-METER enables you to dele- 
gate cheque-signing to your assistant. At the same time 
SIGN-O-METER’s many advantages keep you in full 
control of all cheques signed. 


Demonstrations (no obligation) by The “Sign-O-Meter” is also available from 
SYDNEY: Viz-Ed Equipment Pty. Ltd. MA 9516 
f iP f BRISBANE: E. R. Blackmore Pty. Ltd. ) 4688 
4 4 q td ' ADELAIDE: Sloman Agencies W 2610 
143 FRANKLIN STREET, PERTH: Vetter’s Business Service 8-2653 
MELBOURNE, C.1. Phone 34-5658, 34-5697 LAUNCESTON: S. B. Hopwood & Son 2-Om 
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